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TESTIMONY OF DR. DALE E. SWAN
CAUSE NO. 43839
VECTREN SOUTH-ELECTRIC

Please state your name, occupation and address.
My name is Dale E. Swan. I am a senior economist and principal with Exeter
Associates, Inc. Our offices are located at 10480 Little Patuxent Parkway, Suite 300,

Columbia, Maryland 21044.

Dr. Swan, please summarize your professional qualifications.

I hold a B.S. degree in Business Administration from Ithaca College. I attended a
master’s program in economics at Tufts University, and I hold a Ph.D. in economics
from the University of North Carolina at Chapel Hill. Prior to my consulting work,
I'served as Assistant and Associate Professor on the economics faculties of several
colleges and universities. 1 also served as staff economist with the Federal Energy
Administration and with the Arabian American Oil Company. For the last 35 years,
I have consulted on matters primarily related to the electric utility industry, the last 30
years with Exeter. Much of my work over the last two decades has concentrated in
the areas of long-term electric power supply planning and contract negotiations for
large power users, and on electric utility cost allocation and rate design. For much of
this period, I have directed Exeter’s utility support services projects with the United
States Department of Energy (DOE). As part of this work, I have been responsible
for technical supervision of Exeter’s participation in DOE interventions in numerous
rate cases, and for the negotiation of technical aspects of power supply and facilities
contracts.

A complete copy of my resume is provided as an attachment to my testimony.

Have you testified in other regulatory proceedings?
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Yes. I have testified on a variety of topics relating to electric utilities in numerous
proceedings before federal and state regulatory commissions, including the Indiana
Utility Regulatory Commission (“IURC” or “Commission”). A complete list of the

cases in which I have testified is provided as part of my resume.

L. Introduction
Dr. Swan, what is the purpose of your testimony?

I have been asked by the Indiana Office of Utility Consumer Counselor (OUCC) to
evaluate the reasonableness of the embedded, class cost-of-service study filed by
Vectren Energy Delivery of Indiana, Inc. (“Vectren South-Electric” or “Company”)
in this case, and to provide alternative cost studies if that is appropriate. 1 have also
been asked to recommend to the Commission an appropriate allocation of the allowed
jurisdictional revenue requirement among the customer classes based on cost of
service and other general rate design considerations, such as rate moderation or
continuity. Finally, I have been asked to assess the Company’s proposed rate design
and recommend changes as appropriate.

The changes in the Company’s class cost of service study that I recommend
have been made by Dr. Emma Nicholson, who is filing companion testimony in this
case. In addition, Dr. Nicholson addresses the statistical shortcomings of the
Company’s Zero Intercept Study, which provides the basis for the Company’s
Classification of a portion of line transformer costs as customer related.

Do you provide schedules in support of your testimony?

Yes. I have attached Schedules DES-1 through DES-10 to my testimony.

Were these schedules prepared by you or under your direct supervision?
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Dr. Swan, please briefly describe your conclusions and recommendations.

As a result of my evaluation of the Company’s embedded class cost of service study,

its proposed spread of its requested total jurisdictional revenue increase and its rate

design recommendations, I draw the following conclusions and make the following

recommendations:

1.

Vectren South-Electric’s allocation of its generation and transmission plant-
related costs violates the principle of cost causality and produces incorrect
indications of class rates of return and cross subsidies.

A significant portion of Vectren South-Electric’s generation and
transmission plant-related costs are caused by planning decisions intended to
reduce energy costs, and so should be allocated on the basis of energy use.
The Company incorrectly allocates no portion of its generation and
transmission plant costs on energy use.

The Company’s classification of a portion of line transformers as customer-
related is conceptually incorrect and the statistical basis for the estimate is
unreliable. Line transformers should be classified as 100 percent demand-
related.

Uncollectible Accounts should be viewed as part of the general cost of
doing business and should be allocated on the basis of class revenues rather
than to the class of origin.

Customer Service and Information Expenses should be allocated on the

basis of energy use at the meter rather than on the number of customers to



10

11

12

13

14

15

16

17

18

19

20

21

22

10.

11.

Public¢’s Exhibit No. 13
Cause No. 43839
Page 4 of 63

be consistent with the description of these expense items in the FERC
Uniform System of Accounts.

The Commission should use, as the cost basis for determining the spread of
the allowed change in jurisdictional revenues in this case, the OUCC Peak
and Average (P&A) Cost of Service Study, which allocates an appropriate
portion of generation and transmission plant-related costs on energy use.

If the Commission does not adopt the OUCC’s P&A study, then it should
use the OUCC’s alternative 12-CP study as the cost basis for spreading the
allowed change in total jurisdictional revenue among the classes.

The Commission should direct the Company to include Special Contract
Customers as a separate customer class in the class cost of service study that
it files in its next rate case to permit the Commission and others to evaluate
the amount of the subsidy or discount that the Company proposes to offer to
these customers.

The Commission should temper its use of equalizing class rates of return as
the objective of the class revenue spread given the greater risks associated
with serving large industrial customers over the business cycle.

In view of the dramatic reduction in industrial usage and the resulting shift
in cost responsibilities to classes of small, low load-factor customers in this
case, the Commission should direct the Company to recover the allowed
revenue increase in this proceeding through an equal, across-the-board

percentage increase for all customer classes.
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If the Commission allows any part of the Company’s proposed step 2
increase, it should allocated among the classes on the basis of energy use at
generator to recognize that dense pack investments in the Brown Units 1 and
2 will be made to reduce fuel costs and Environmental Emission
Allowances, both directly related to the production of energy by these two
generating units.

The Company’s overall approach to the redesign of its rates is to shift
revenue recovery from energy charges to up-front facilities charges and to
demand charges. This has the effect of shifting risk from the Company to its
customers. The Commission should direct the Company to temper this shift
to facilities and demand charges.

The Commission should direct the Company to retain the existing customer
facilities charges for customers taking service under Rate Schedules RS —
Standard, RS — Transitional, and Small General Service. If an increase is
permitted to these charges it should be limited to the overall percentage
increase in jurisdictional rate revenues that the Commission allows at the
close of this case.

The Commission should order the Company to tie the grandfathering of the
lower tail block rate for residential heating service to the residence rather
than to the customer, to ensure that customers who buy existing residences
will not face unexpected rate shocks. In addition, the Company should be

directed to phase out the special heating provisions over a 10-year period.
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II. Allocation of Costs in Vectren South-Electric’s Cost of Service Study

Please describe the attributes of a class cost of service study and explain what
such a study is supposed to accomplish.

Average, embedded, historic class cost of service studies of the type performed by
Company witness Kerry A. Heid are performed in an attempt to determine the share
of total costs that is incurred to provide service to each class of customers. Such
studies are referred to as average, embedded, historic cost studies because they
attempt to directly assign or allocate to each customer class, actual book plant and
related costs, adjusted to test year levels as authorized by the Commission. They are
also referred to as “fully allocated” costs because these studies require that 100
percent of the allowed total jurisdictional costs of service be allocated among the
various classes. This is done by determining the average costs of the various
components of service (the total cost of the component divided by the units of service
for that component), and then by allocating these component costs to each of the
classes, based on each class’ service units that have caused that cost. This is a
fundamental aspect of an embedded cost of service study — that is, costs should be

assigned or allocated to classes on the basis of the factors that caused each of those

costs to be incurred.

The costs are first functionalized into broad categories, such as production
costs, transmission costs and distribution costs. These costs may be further broken
down by voltage delivery level and other sub-functions may be identified. Costs are
then classified as to whether they are demand-related, energy-related, customer-
related or related to some other factor, such as labor costs or revenue. Finally, the

costs are allocated among the customer classes on the basis of the most appropriate
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measure of demand, energy or customers, in proportion to each class’ share of the
various allocation measures.

What cost allocations in the Company’s class cost of service study are of
particular concern in this case?

Of particular concern is the way in which generation and transmission capital costs
have been allocated in the Company’s study. Specifically, these costs have largely
been allocated on a peak demand basis, with no responsibility being assigned to
energy. 1 also take issue with the Company’s allocation of line transformers,
Uncollectible Accounts and Customer Service and Information Expense.

Please explain the basis upon which Vectren South-Electric has allocated its
generation plant and related O&M costs.

The Company has classified 100 percent of its production plant costs as demand
related and has allocated these costs to customer classes based on each class’ share of
the Company’s coincident peak demand in four summer months (June through
September - “4 CP”). Mr. Heid provides the following explanation of why all of

these production (as well as transmission) plant costs are classified as demand related:

Most capital costs are demand-related because the
investment in facilities is related to the size of the facility,
and facilities are sized to provide service under peak load
conditions. (Petitioner’s Exhibit KAH-1, p. 6)

How has the Company allocated transmission plant costs?

The Company has classified all of its transmission plant costs as 100 percent demand
related and has also allocated those costs on the basis of class contributions to the

average of the four monthly summer coincident peaks (“4 CP”). The classification as
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100 percent demand-related and the allocation on the 4 CP vector are based on the
same logic as generation plant.

How has the Company classified and allocated production plant-related and
transmission plant-related O&M costs?

The Company conducted a special study of the proper classification of production-
related O&M costs, and concluded that approximately 24 percent of Total Production
Expenses (other than FAC-fuel costs) should be classified as energy related.
According to Mr. Jochum (Petitioner Exhibit No. RGJ-1, p. 10), these expenses relate
to chemicals associated with the operation of environmental control equipment, coal
combustion byproduct disposal, fuel handling, and boiler water chemicals. These
energy-related variable production costs have been allocated among the classes based
on energy at generator. The demand-related portion of these expenses has been
allocated on the 4 CP vector at generation. All of the transmission- and sub-
transmission-related O&M costs have been classified as demand-related and allocated

on the 4 CP at generation vector.

III. The Proper Allocation of Generation and Transmission Plant Costs

Do you agree with the Company’s classification and allocation of most
production plant related and all transmission plant related costs as 100 percent
peak demand related?

No. A cost study should classify and allocate costs among customer classes on the
basis of the factors that caused those costs to be incurred, and Vectren South-
Electric’s total production and transmission plant investment costs have not been
caused solely by the peak demands of its customers. A significant portion of those

investment costs have been directly caused by the need to meet the energy
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requirements of the Company’s customers, and so a commensurate portion of the
investment costs and the associated plant-related O&M costs should be allocated on
the basis of class energy usage.

Please explain why a significant portion of generation investment costs should be
properly classified as energy related and allocated on class energy usage.

Generation capacity planning by utilities, including Vectren South-Electric, is
conducted in order to meet reliability requirements as well as the sustained energy
demands of its customers at the least possible cost. That means that sufficient
generation capacity must be installed or purchased to meet the system peak demands
plus the planning reserve requirement. Thus, the system peak demands are clearly

responsible for the amount of generation capacity that Vectren South-Electric has

installed or purchased. However, the total cost of that capacity is not directly caused
by the magnitude of the system peak demands. It would be inconsistent with rational
economic planning to base generation plant investment decisions solely on the basis
of meeting peak demands. A simple example will show how the Company’s current
and planned mix of generation capacity would differ considerably if its generation
investment decisions were based only on meeting peak demands. If Vectren South-
Electric had planned its generation mix only to meet the four highest monthly peak
demands over the course of the year at the lowest possible cost, it would have done so
by building only peaking plants. This is because peaking generation facilities are
more economical for meeting peak demands than for meeting sustained demands for
electricity. The capital cost of peaking facilities is relatively low — generally the
lowest of all possible generation alternatives. On the other hand, the operating cost of

peaking plants is generally the highest of all possible alternatives, due to much higher
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heat rates and more expensive fuel as compared to intermediate or baseload units.
However, the high variable cost of peaking units is inconsequential if the only
objective is to meet the load during the four hours of the Company’s annual four
coincident peaks, since those expensive operating costs would only be experienced
for four hours during the year.

Then why does a company such as Vectren South-Electric build baseload
generation plant?

Vectren South-Electric does not have to plan for generation plant only to meet the
four highest hourly loads during the year. It has sustained demands for all 8,760
hours during the year, and Vectren South-Electric, like all utilities, plans its
generation mix to minimize the cost of meeting, not just those four highest hourly
demands, but the sum of demands year round. To do that, the Company has invested
in significant baseload generation capacity. Baseload plants have significantly higher
capital costs, but generally significantly lower operating costs than do peaking plants.
The much lower operating costs result from their ability to use less expensive fuels
and to convert those fuels to electricity at lower heat rates. The question then is, what
must occur to warrant the higher investment cost per kW of baseload plant as
compared to peaking plant. The answer, of course, is that these higher capital cost
baseload units must be operated sufficient hours during the year to result in operating
cost savings sufficient to offset the higher capital costs. That means that these
generating units are added to meet sustained demands of customers. Saying it slightly
differently, it means that these higher capital costs are incurred to result in energy
savings. Thus, the difference between the capital cost of a baseload unit and the

capital cost of a peaker is incurred to meet energy requirements at a lower total cost.
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Can you provide a simple numerical example of this trade-ofT?

Yes. Let’s consider a simplified world where there are only two types of generating
plants for the Company to consider — baseload plants and peaking plants. Let us
further assume that the operating cost per kWh is $0.025 for a baseload plant with an
installed cost of $3,000 per kW, and $0.09/kWh for a peaking plant with an installed
cost of $900 per kW. For sake of simplicity, let us assume that the annual carrying
charge rate for both plants is 15 percent. Thus, the annual capital cost of the baseload
unit is $450 per kW, and the annual capital cost of the peaker is $135 per kW.
Building the baseload plant will result in a higher annual capital cost of $315 per kW.
It will prove economic to build the baseload plant rather than the peaker as long as the
baseload plant can be run for at least 4,846 hours a year, or at an annual capacity
factor of 55 percent. This breakeven point is determined by dividing the additional
capital costs of the baseload unit by the differential in operating costs of $0.065/kWh.
Savings are realized for every hour beyond 4,846 that the baseload plant is operated
during the year. Clearly the difference between the $3,000 per kW and $900 per kW
has been invested not to meet peak demand, but to reduce the cost of energy on the
system in the process of minimizing total costs.

Can you show graphically how this relationship works?

Yes. The breakeven point can also be shown with a simple diagram, as presented
below in Figure 1. The two lines represent the total annual costs at varying levels of
annual generation for a 1 kW peaking unit and a 1 kW baseload unit. Total annual
cost is shown on the vertical axis and total hours of operation per year are shown on
the horizontal axis, which is also the total kWh produced since we are concerned with

two 1 kW units. The y-intercept of each line shows the annual capital cost of each
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unit, which is significantly higher for the baseload unit. The slope of each line shows
the vanable cost (primarily fuel) of producing an additional kWh, which is much
higher (steeper) for the peaker than for the baseload unit. The intersection of the two
lines is the break-even point, or the number of hours the baseload unit must be
operated each year to warrant its higher capital cost. The difference between the two
lines after the break-even point measures the annual total cost savings at each level of
operation from building and operating the baseload unit as compared to the peaker.
The cost savings are realized through the lower operating costs (i.e., energy savings)

of the baseload unit compared to the peaker.

Peaking Unit P
Annual S e
Cost () A
// Baseload Unit
|
Hours
Figure 1

Does Vectren South-Electric experience sustained electric demands that would
warrant investment in baseload units?

Yes. We obtained the Company’s hourly loads for 2008 and 2009 in response to
OUCC Request 1-07 and these load data were used to construct Load Duration
Curves (LDCs) for those years, which are provided in Figure 2. Those LDCs show

that the minimum load was approximately 387 MW in 2008, or approximately one-
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third of the annual 2008 peak load of 1,168 MW. In 2009, the minimum load was
386 MW, or 34 percent of the annual peak of 1,148 MW. In other words, loads were
approximately one-third of the annual peak for all 8760 hours during the year. In
2008, the average load was 676 MW, or approximately 58 percent of the annual peak
load, which is referred to as the annual Load Factor. The annual Load Factor is a
measure of the extent to which demand is sustained over the course of a year. In
2009, the average load was 643 MW or approximately 56 percent of the annual peak.
The LDCs show Vectren South-Electric’s annual load shape and they make it clear
that the Company has significant sustained demands over the course of the year.
Vectren South-Electric must plan 1ts generation mix not only to meet i1ts peak
demands, but to meet those sustained loads at minimum total cost, and it has done
that by installing an appropriate mix of the several types of generation capacity —

baseload, intermediate and peaking.

Vectren South Annual Load Duralion Curves
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How has Vectren South-Electric planned its mix of generation capacity?

This is best explained by reference to Vectren South-Electric’s Integrated Resource
Plans (IRPs). The Company’s IRPs provide blueprints for how it expects to expand
its generation capacity over the intermediate to long term, and explain the factors that
caused the Company to build the generation plants that it did. We obtained from the
Company its most recent IRP, which it filed for calendar year 2009. (Response to
OUCC Data Request 1-02) In addition, we obtained copies of the IRPs that the
Company filed for calendar years 1991 and 2001 in response to OUCC Data Request
10-09. The 2009 IRP provides us with an explanation of how the Company is
currently planning its generation system and the factors that would cause those capital
costs to be incurred. The 1991 and 2001 IRPs provide us with an understanding of
how the Company planned its generation system over the last two decades, and so the
factors that caused the incurrence of capital costs that make up a portion of today’s
embedded costs of generation rate base.

What does one learn from reviewing the 2009 IRP regarding the factors that
currently cause generation capital costs to be incurred?

To begin, the Company sets forth the purpose of the IRP as developing “the optimal
strategy for adding the resources necessary to reliably meet the future demand

»l

requirements of Vectren’s electric customers.”” The reliability criterion used by the
Company is to maintain a minimum 15 percent planning reserve margin.> The
Company’s plan goes on to state that, “The optimal plan is defined as the best

possible combination of resource additions that results in reliable service at the lowest

' <2009 Integrated Resource Plan,” p. 152.
*1d., p. 153.
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cost to customers over the twenty year planning horizon.” The lowest cost among
the several possible combinations of resources considered is equated to the
minimization of the present value of the expected stream of revenue requirements
associated with each combination of resources.” Given the significant reductions in
demand that the Company has realized in the last few years, it concluded that it
should not install “any additional generation on its system,” nor enter into any
“additional purchase power agreements during the planning period [through 2029].”
In fact, given the expected reduction in future loads, the Company projected “system

reserve margins in excess of 27% throughout the 20 year planning period.”®

Q. Was this same approach to planning generation expansion taken in the
preparation of its earlier IRPs?

A Yes. The approach was essentially the same in 1991 and 2001. The 1991 IRP stated
that its objective was to develop a generation expansion plan that resulted in the
“lowest energy costs to SIGECO’s customers in the long run,” or “an expansion plan
with the lowest present worth of total annual revenue requirements.”” Based on its
then current forecast of annual energy growth of 2.03 percent and the growth of peak
demand of 1.74 percent,® the Company concluded that its long-term capacity
expansion plan should include the “construction of combustion turbines in 2004 and
2010, and baseload pulverized coal plants in 1999 and 2008.””

*1d., p. 152.

4 M

°1d., p. 12.

°1d., p. 11.

7 Integrated Resource Plan: 1991,” Southern Indiana Gas and Electric Company, February 1991, p. VII-1.

®1d., p. ES-2.

°1d., p. ES-4.



10

11

12

13

14

15

16

17

18

19
20

Public¢’s Exhibit No. 13
Cause No. 43839
Page 16 of 63

The Company changed its view of the future by the time its 2001 IRP was
prepared. The forecasted rate of growth of its energy requirements had fallen to an
approximate 1.0 percent a year, and its forecast of peak demand had been reduced to
grow from 1,211 MW in 2000 to 1,532 MW in 2020, an average annual rate of
growth of 1.16 percent.'” The overall approach to planning for generation capacity
was essentially the same, however. The objectives were more or less the same and
included providing “all customers with a reliable supply of energy,” and being “the

low cost provider of energy in southern Indiana.”"

Given that reliability
requirements were met, the critical criterion for selecting among the several resource
combinations remained the “lowest total present value of revenue requirements” and,
as the IRP states, “These annual revenue requirements consist of both annual fixed
costs (carrying charges) associated with existing facilities and new capital
investments, as well as the variable costs (production costs) associated with operating
the generating system.”'?> On the basis of its analysis of loads and the costs associated
with different resource options, the Company concluded that its “least cost resource
plan calls for new capacity additions of 73 MW combustion turbines in each of the
years 2002 and 2004, a 10 MW peaking purchase in 2003, a 135 MW combined cycle
»13

unit in 2007, and various upgrades of existing units in 2015, 2016, 2018 and 2020.

What is learned from this review of Vectren South-Electric’s current and past
IRPs over the last two decades?

'2+2001 Integrated Resource Plan (Revised) for Southern Indiana Gas and Electric Company,” April 18, 2002,
pp. 7, 33.

"'1d., pp. 6-7.

"21d., pp.9-10.

B, p. 95.
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It is clear from reviewing these IRPs that the Company is constantly revising its
generation resource mix as its load forecasts change and as changes occur in
generation technologies which are accompanied by changes in the relative capital and
operating costs of competing generation resource options. This is as it should be and
it constitutes good resource planning. What is also apparent is that the Company has
regularly assessed the relative operating and capital costs associated with different
generating technologies to determine how to minimize the expected stream of
revenue requirements, and has chosen a capacity expansion path based in large part
on those relative costs. In short, the Company’s IRPs are essentially a translation of
the simple trade-off analysis that is presented in Figure 1 into a comprehensive
analysis of the factors that largely drive the selection of which generating units to add
to the system. Fundamentally, that is the trade-off between generators with lower
capital costs per kW and higher operating costs per kWh, and generators with higher
capital costs per kW and lower operating costs per kWh. It is this trade-off that has
guided the Company’s selection of the generation plant that it has decided to
construct and the underlying factors of capital costs and energy savings are what have
caused the Company to decide on the configuration of the generation fleet that
currently makes up its generation rate base.

After reviewing Vectren South-Electric’s IRPs, exactly how has it planned to
meet its sustained energy demands throughout the year?

It has planned its generation mix to meet, at least cost, not only the peak loads which
occur for only a relatively few hours during the year, but also the sustained loads that
will last for between, say, 4,000 hours to 8,760 hours each year. That means the

Company has selected a mix of generation plant that includes a significant amount of
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baseload capacity that operates at high annual capacity factors to meet these sustained
loads. Schedule DES-1 demonstrates this fact.

Schedule DES-1 is developed from information provided by the Company in
response to OUCC Request 2-5. This Schedule provides for each of the Company’s
generation units the net capacity in MW, the fuel type, whether the unit is operated as
a baseload or peaking unit, the average annual generation for the years 2007 through
2009, and the average number of hours per year each unit was connected to load for
the period 2007 through 2009. Several aspects of this schedule are striking. First, six
of the twelve generating units are baseload units and they account for over 77 percent
of the total net generation capacity. The six peaking units account for only 295 MW
of net generating capacity, or approximately 23 percent of the total.

The other thing that is striking is that, over the period 2007 through 2009, all
of the baseload plants were connected to load in excess of 6,500 hours a year, for an
average over the three-year period of 7,491 hours. On the other hand, during this
same period, the Company’s peaking units were connected to load an average of just
169 hours. The Company’s baseload units accounted for 99.2 percent of total
generation during this period, while its peaking units were responsible for only 0.8
percent of total generation.

What do you conclude from this information?

Vectren South-Electric maintains a diverse mix of generating capacity, but the lion’s
share of that capacity is baseload generation that is connected to load for an average
of over 85 percent of the hours in the year. This more expensive baseload capacity

has clearly been installed in order to meet sustained demands over the year — that is,
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the energy requirements of the Company. Vectren South-Electric’s peaking units
make up 22 percent of total capacity, have been connected to load an average of only
about 169 hours a year during typical operation, or only about 2 percent of the total
annual hours, and have produced only 0.8 percent of total energy output. It is equally
clear that these peaking facilities, with significantly lower capital costs, were installed
primarily to meet peak demands on the system that occur for no more than a few
hundred hours each year. While the total amount of Vectren South-Electric
generation capacity has been planned to meet peak demands, the cost of that capacity
is only partly caused by the system peak demands and significantly caused by the
need to meet sustained energy demands throughout the year at lower operating costs.

Given these observations, is it reasonable for the Company to allocate total
generation plant and related costs only on the basis of four peak hour demands
during the year?

No. Vectren South-Electric’s $1.3 billion invested in generation plant reflects the
Company’s baseload plant requirements as well as its peaking plant requirements.
The Company’s response to OUCC 1-05 shows that baseload coal plants comprise 92
percent of the total original installed cost of production plant. It would be incorrect to
find that the Company’s total generation investment was caused only by its need to
meet peak demands during the year. The more expensive baseload steam plant,
which comprises the bulk of Vectren South-Electric’s generation capacity, has been
installed only because it can provide fuel and operating cost savings sufficient to
overcome the higher capital costs of these units. Thus, only a portion of the
Company’s generation plant and related costs relate to the need to meet peak

demands. A significant portion of those generation plant costs relate to the sustained
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energy demands that caused baseload plant, not peaking plant, to be included in and
to dominate the Company’s generation plant mix.

How do you respond to the argument that, if you have enough plant to meet
peak loads, then you automatically have enough capacity to meet all lesser
demands, and so it is only peak demands and the need to service them that cause
all generation plant costs?

If peak demands were the only demands that had to be met, then only peaking plants
would be required, and the total generation plant investment would be significantly
lower. This again goes back to the observation that peak demands do determine the
total amount (Megawatts) of generation plant that is required, but peak demands do
not determine the total cost of that plant. The additional generation investment costs
result from the decision to invest in much more expensive baseload plant in order to
reduce the cost of meeting the sustained energy demands of customers through fuel
and operating cost savings. Thus, peak loads do not cause all generation plant costs
and it would be wrong to allocate Vectren South-Electric’s generation facilities on
peak demands only.

Can you provide an example of how costs are misallocated when all generation
plant and related costs are allocated on a peak demand basis only?

Yes. The 4-CP method utilized in the Company’s study allocates all generation plant
cost, including the high-cost baseload plant, on the basis of each class’ contribution to
four monthly system coincident peak demands. Under this approach the Residential
Class is allocated 48 percent of total generation costs, including baseload plant. (See
Petitioner’s Exhibit No. KAH-S2, Schedule 3, page 1, Input Allocator No. 4.) The
major benefit of baseload plant operation is the ability to reduce energy costs by using

lower cost fuels and converting that fuel to electric energy at lower heat rates. The
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energy cost savings are allocated to customer classes on the basis of their relative
energy usage at source. Since residential customers are generally relatively low load
factor customers, they use relatively less energy per kW of their contribution to the
system coincident peak demands. Specifically, under the Company’s study, the
Residential class receives only 37.0 percent of the energy savings that are realized by
the installation of baseload units, rather than peaking units, to meet sustained energy
demands. (Petitioner’s Exhibit No. KAH-S2, Schedule 3, page 1, Input Allocator No.
1.) Thus, the residential class would be caused to pay for 48 percent of the cost of the
plant that generates the energy savings but is only allocated 37 percent of the
resulting savings. This amounts to a clear mis-match of the costs of and the benefits
associated with the construction and operation of baseload generation plants.

Is there an allocation method that recognizes the importance of both peak
demands and sustained demands being responsible for Vectren South-Electric’s
generation facilities costs?

Yes. I recommend a method that allocates a portion of plant and related expenses on
the basis of class contributions to the relevant measure of system coincident peak
demand, and the remainder on the basis of class energy use at source. This is
sometimes referred to as a Peak and Average (“P&A”) method, since annual energy
divided by the number of hours in a year yields the average demand. The average
demand portion of the P& A allocator recognizes sustained demands; the peak portion
of the P& A allocator recognizes that peak demands are also responsible for a portion
of a utility’s generation plant related costs.

How does one determine the share of these costs that should be allocated on peak
demand and the share that should be allocated on average demand or energy?
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There are several ways to make this split. One approach is to determine what the
installed cost of total generation plant would have been had only peaking generation
been installed. Expressing that cost as a percentage of total generation installed costs
provides the share of production plant investment costs that should be allocated on
some appropriate measure of system coincident peak demand. The remaining share is
the portion of total production investment costs that has been incurred to meet year-
round energy requirements at minimum total costs. This calculation can be made
using actual installed costs. The problem with this approach is that the on-line dates
of generating units may vary widely. For example, Vectren South-Electric’s 2008
FERC Form 1 Report shows that the installation of its generation fleet stretched from
1963 (Northeast 1 CT) to 2002 (Brown 4 CT). This wide variation in on-line dates
tends to distort the calculation of the portion of these costs incurred solely to meet
peak demands unless the data are massaged to account for the inflation in capital
costs over this ninety-year period. Alternatively, one can take a more forward-
looking approach and value each type of plant by the investment cost per kW that
Vectren South-Electric has used when evaluating its various capacity expansion
options.

Have you developed this type of calculation for Vectren South-Electric?

Yes. 1 have made this calculation for Vectren South-Electric based on both actual
installed costs and on the forward-looking replacement costs of each type of capacity.

These calculations are presented in Schedule DES-2.

Please describe Schedule DES-2.

Schedule DES-2 calculates the total installed capacity for each type of generation unit

that the Company currently has in its fleet: peaking units, base load coal-fired units
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and the Blackfoot land-fill gas unit. On page 1 of that exhibit I have calculated the
energy/demand split based on original installed costs. In column (3) is shown the
original installed cost for each unit in nominal dollars (dollars in the year the unit was
placed on line). In Column (4) is provided the original installed cost escalated to
2009 dollars, using the Producer Price Index. Based on 2009 dollars, the exhibit
shows that, had only peaking plant been installed, the total installed cost of the
generation fleet would have been approximately 21 percent of the actual cost,
including the cost of baseload capacity. If nominal dollars are used in the calculation
the total fleet would have cost 31 percent of the actual total cost if only peaking plant
had been installed. On the basis of this analysis, between 21 percent and 31 percent
of the cost of generation plant should be allocated on the appropriate measure of peak
demand, and the remainder (between 71 percent and 81 percent) should be allocated
on energy use at generator.

On page 2 is shown the calculation of the energy/demand split based on
replacement costs. The total amount of installed capacity for each unit type is valued
by the cost of a new unit of the same type. These replacement costs were obtained in
Vectren South-Electric’s 2009 Integrated Resource Plan, and were used in the
evaluation of the Company’s alternative capacity expansion plans. In the last column
of on page 2 I have calculated what the total cost of the Company’s generation fleet
would be if all of its capacity had taken the form of peaking units, intended only to
meet the peak demands on the system. That amount is $1.55 billion, which
constitutes approximately 45 percent of the total cost of Vectren South-Electric’s

generation fleet of $3.46 billion, valued at replacement costs. On the basis of this
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analysis, approximately 55 percent of production plant and associated O&M expenses
should be allocated on energy and the remaining 45 percent should be allocated on
the basis of class contributions to the relevant measure of system peak demand.

Is there another method by which to determine the split between demand-
related and energy-related allocations of production plant and associated O&M
expenses?

Yes. Another common way to determine this split is to set the proportion of plant
allocated on average demand on the basis of the system load factor. Thus, if the load
factor were 0.54, then 54 percent of the generation plant and plant related costs would
be allocated on energy, while the remaining 46 percent of these costs would be
allocated on peak demands. Similarly, if the load factor were 0.60, then 60 percent of
the generation plant related costs would be allocated on energy and the remainder on
peak demands. The load factor percentage reflects the relationship between average
demand and peak demand, and using the load factor split explicitly recognizes the
need to allocate a substantial portion of electric generating plant and related costs on
average demands. As the load factor increases, and baseload plant becomes more and
more the plant of choice, the amount of plant allocated on average demand increases.

What is the appropriate load factor share for Vectren South-Electric?

The annual load factors calculated in Figure 2 for Vectren South-Electric are 57.9
percent in 2008 and 56.0 percent in 2009. Using the load data provided in the
Company’s 2008 FERC Form No. 1 (page 401b), which includes sales for resale,
yields an annual load factor of about 67 percent. The Company’s 2009 Integrated
Resource Plan shows forecasted load factors hovering around 56 percent for the next

several years (p. 41).
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Based on both your analysis in Schedule DES-2 and the evaluation of Vectren
South-Electric’s load factor, what portion of production plant costs do you
propose to allocate on energy, and what portion on a measure of peak demand?

Based on both of these analyses, I recommend that 55 percent of production plant
costs be allocated on class energy use, and the remaining 45 percent be allocated on
each class’ contribution to the appropriate measure of peak demand.

Dr. Swan, how do you propose that the portion of generation plant and related
costs assigned to peak demands be allocated?

Once the proper classification of the energy portion of production costs is determined,
the demand-related portion of these costs should be allocated on a fairly narrow
definition of peak demand. The Company has made a reasonable case for measuring
peak demand by the class shares of the average of the four highest summer monthly
system coincident peaks -- the 4-CP method. Thus, I propose to use that allocator to
allocate the peak demand related portion of generation plant costs among the
customer classes. But, it should be understood that my endorsement of the 4-CP
method is limited to the allocation of only the demand-related portion of costs in the
P&A method. In my view the 4-CP measure is too narrow a definition of peak
demand to be used to allocate the total of production plant and related expenses.

Dr. Swan, earlier you indicated you do not agree with the Company’s decision to
allocate 100 percent of transmission plant costs on peak demands, and that a
significant portion of these costs should also be allocated on energy use. Please
explain.

Vectren South-Electric’s $248 million investment in transmission plant has resulted
in a transmission system that is essential to the Company’s reliance on large, fuel
efficient, baseload generating plants that are sometimes located at some distance from
load centers. Vectren South-Electric could not deliver its baseload generation of

electricity, which is essential at all times during the year, without its transmission



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

Public’s Exhibit No. 13
Cause No. 43839
Page 26 of 63

system. In short, the Company’s decision to minimize its total cost of service by
relying heavily on baseload generation has necessitated its significant investment in
transmission facilities. Thus, the Company’s reliance on transmission facilities is
“caused” in large part by its decision to rely heavily on large, lower fuel-cost
baseload generation rather than to rely on smaller, higher fuel-cost peaking
generation.

Can you explain further how transmission investment is largely related to
energy use?

Consider the utility’s decision whether or not to invest in transmission facilities.
A utility could meet its generation capacity requirements by building more and
smaller peaking generating plants close to its load centers and tying these smaller
plants into the lower voltage delivery system in the localities that make up the load
centers. This approach would have significantly reduced the need to build
transmission lines. Alternatively, the utility could build large, baseload generation
plants at sites at some distance from some or all of its load centers, but nearer low-
cost fuel supplies or transportation terminals, and transmit this power to its load
centers at high voltages to minimize losses. It can also use those high voltage
transmission lines to import less expensive energy from neighboring systems. It
would take the latter course only if the operating (mostly fuel) savings of the large,
remote, baseload units or purchases from neighboring systems were sufficient to more
than offset the additional capital costs of the required transmission lines. Most
utilities, including Vectren South-Electric, have taken this latter course, and
consequently a significant portion of the investment in transmission lines has, in fact,

been made largely to lower energy costs and not to meet peak demands.
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Is there any evidence that Vectren South — Electric has specifically planned its
transmission system with an eye toward the substitution for generation capacity
costs or that bulk transmission will be required as a compliment to distant
baseload generation?

Yes. In its 2001 IRP the Company stated that, “If new peaking capacity is added,
generation site selection will include analysis of the potential to use the generation
project to offset transmission upgrades that would otherwise be needed.” It goes on
to state that, “If new generation is acquired outside the SIGECO system, new 138 kV
and 161 kV interconnections would be needed. 345 kV projects would also be

»14 This latter identical

investigated but would require involvement of other utilities.
statement was also made in the Company’s 2009 IRP."

How do you propose that investment in transmission plant be allocated among
the classes?

Vectren South-Electric’s transmission costs are incurred in part to provide for the
delivery of baseload electricity at all times when a baseload plant is generating
electricity. However, the Company’s transmission investment is larger than it would
be if it only had to meet its customers’ average demands. Therefore, a portion of
Vectren South-Electric’s transmission costs relate to meeting its customers’ energy
demands, and a portion relates to meeting peak demands. The Peak and Average
allocation method fairly and reasonably allocates Vectren South-Electric’s
transmission costs on an energy basis and on a peak demand basis.

How should production- and transmission-related O&M costs be allocated
among the classes?

The Company has conducted a special study which determined that $24 million of

Steam Power Generation Expenses is clearly related to the provision of energy, and

' Op.cit., 2001 IRP, pp. 109-110.
"> Op. cit., 2009 IRP, p. 148.
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has proposed that these expenses be allocated on energy use at generator. 1 agree.
The remaining Production Demand related O&M costs and all of Transmission O&M
costs should follow the allocation of plant. That means that 45 percent of those costs
will be allocated on peak demand and 55 percent will be allocated on energy use at

generator under my P& A methodology.

IV. The Treatment of Upstream Distribution Plant

How has the Company classified and allocated distribution plant?

After functionalizing distribution plant upstream of meters and service drops into
primary distribution and secondary distribution, the Company has classified 100
percent of primary distribution plant as demand-related. It has allocated those costs
on the average of class shares of non-coincident class peaks at primary distribution
voltage and class shares of the sum of individual customer peak demands at primary
voltage. 1 believe this is a reasonable way to classify and allocate primary
distribution plant because this method recognizes that this plant has been installed to
meet local neighborhood peaks, and as one moves further upstream from customers’
loads there is greater demand diversity on the system. Meters and service drops are
classified and allocated based on special studies of meters and services that largely
reflect the number of customers and also the differential costs of meters and services
that are required to serve the different classes. I find this treatment of meters and
services reasonable because there is generally a one-to-one mapping between the

number of customers and the number of services and meters.
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Secondary distribution plant, other than line transformers, is classified as 100
percent demand-related. Line transformers are classified as partly demand-related
and partly customer-related. The demand related portion of secondary distribution
plant is classified on the basis of class shares of the sum of individual customer
maximum demands. This is a reasonable allocator since it recognizes that the
benefits of diversity are reduced as one moves closer to customer loads. The
customer-related portion of line transformers is determined with a zero intercept
study, and these costs are allocated among the classes on the basis of the average
number of secondary customers.

Do you agree with the Company’s classification of a significant portion of line
transformers as customer-related?

No. The effect of the Company’s treatment is to allocate $22.2 million, or 37 percent,
of upstream secondary distribution plant on the number of customers, which is clearly
detrimental to the classes of small customers. I find Mr. Heid’s treatment of these
costs unsatisfactory on both a conceptual and implementation level.

Please explain your conceptual objection to Mr. Heid’s classification of a
significant portion of the costs of line transformers as customer-related.

The general rationale for arguing that some portion of upstream distribution plant
costs are customer-related is that a hypothetical portion of these costs is incurred
simply to connect customers to the system without providing any actual electric
capacity or energy. Mr. Heid attempts to estimate this hypothetical portion of line
transformer costs as the constant term in a statistical regression equation relating the
cost of transformers to the capacity of those transformers. In fact, the cost of
upstream distribution plant is incurred in order to meet the coincident loads of the

customers that it serves and their sustained energy demands throughout the year. The
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size and costs of the required plant are a function of the amount of diversity of
customers’ loads that must be served from this plant, as well as the expected future
coincident loads that may have to be served from these facilities as growth occurs on
the system. There is no direct relationship between the number of line transformers
and the number of customers. Many transformers serve more than one customer and
there is not even a unique requirement to install a transformer for a given number of
customers on many systems. In Cause No. 43111, the Company responded to OUCC
Data Request No. 1-22 that, “Secondary transformers can serve as few as one
customer and as many as twenty or more customers, depending upon the transformer
size and proximity of customers.” Line transformers are required to meet customer
load requirements at all times. The peak demands on each transformer are caused by
the coincidence of customer demands, or the lack of diversity of demands, not by the
number of customers. Since there is no unique relationship between the number of
customers and the number of line transformers, and since customer coincident
demands are what drive the need to install more line transformers, it is incorrect to
classify any portion of this plant as customer related. All line transformer plant
should be classified as demand-related and allocated on class shares of the sum of
individual customer maximum demands.

What is your objection to the way Mr. Heid has implemented his classification of
line transformers as partly customer-related?

While T believe the Commission should reject the classification of any part of line
transformer plant as customer-related on a conceptual basis, the Commission should
also reject Mr. Heid’s implementation of the zero intercept method. The zero

intercept method is based on developing a regression equation that relates the cost of
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transformers to the capacity of those transformers. It is the constant in this equation
that forms the basis of the customer-related portion of each transformer. The worth
of the customer-related estimate depends on the robustness of the statistical equation
that Mr. Heid has estimated. My associate, Dr. Nicholson, has provided a detailed
explanation of the shortcomings of Mr. Heid’s statistical analysis and has
demonstrated that Mr. Heid’s estimate of the customer-related portion is unreliable, at
best. Thus, even if the Commission were to accept the logic of classifying some
significant portion of line transformers as customer-related, which I strongly believe
it should not do, it must still reject Mr. Heid’s estimate of that component because of

the inadequate statistical analysis.

V. Uncollectible Accounts

How has the Company allocated uncollectible accounts?

Mr. Heid has allocated these uncollectible costs among the classes in proportion to
the class origin of these uncollectibles. Essentially, it amounts to a direct assignment.
The bad debt that can be traced to the Residential class, for example, is assigned to
the Residential class. Since most (83 percent) of the uncollectibles originate in the
Residential class, this means that those residential customers that have paid their bills
in a timely manner are required to carry the burden of all the residential customers
that failed to pay their bills. This strikes me as patently unfair to the residential
customers who have paid in a timely fashion.

Why is it unfair to allocate to each class the uncollectibles it is responsible for?

Bad debts are essentially a general cost of doing business. It is no different than

general administrative costs. The primary rule of cost allocation in an embedded
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class cost of service study is that costs should be allocated in the way those costs have
been caused. Mr. Smith, a residential customer, is no more the cause of the bad debt
of Mr. Jones (another residential customer) than is the XYZ Smelting Company,
which might be served under Rate LP. Nor is the XYZ Smelting Company any more
the cause of the bad debt associated with the failure of the ABC Cleaning Company
(another LP customer) to pay its bills than is Mr. Smith. It is much more equitable, in
my view, to recognize that bad debts are a general cost of doing business, and
therefore to allocate these costs on a general allocator such as class revenue
responsibility. This alternative is recognized in the 1992 NARUC Cost Allocation
Manual (p. 103). In keeping with this more equitable logic, I have allocated these
costs on the Company’s Current Revenues, Input Allocator No. 6, Schedule 3, Exhibit

KAH-S2.

VI. Customer Service and Information Expenses

How has the Company allocated Customer Service and Information Expenses?

These expenses, booked in Accounts 907 through 910, amounting to $912,000, are
allocated to customer classes on the basis of the number of customers.

Do you agree with Mr. Heid’s allocation of these costs?

No. There is no evidence that these costs are directly related to the number of
customers. The general description of Account 908 (Customer Assistance Expenses),
as provided in 18 CFR Ch. I (4-1-05 Edition) is: “This account shall include the costs
of labor, materials used and expenses incurred in providing instructions or assistance
to customers, the object of which is to encourage safe, efficient and economical use of

the utility’s service (emphasis added).” This theme extends to the description of
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Accounts 906, 907, 909 and 910. The “utility service” in question is the delivery of
electric energy, and so there is the presumption that the expenses booked in these
accounts are more directly related to class energy use and not the number of
customers. Moreover, a close inspection of the activities to be included in these
accounts does not indicate any close and direct relationship between the number of
customers and the total costs booked in these accounts. For example, in Account 908

are to be recorded the costs of the following:

1. Supervision;

2. Processing inquiries on proper use, replacement and information on electric
equipment;

3. Advice on efficient and safe use of electric equipment;

4. Demonstrations, exhibits, lectures, etc. on safe, economical use or conservation;
5. Engineering and technical advice on safe, efficient and economical use;

6.  Supplies pertaining to demonstrations or other programs;

7. Loss in value on equipment used for customer assistance programs; and

8.  Incidental expenses.

None of these cost elements is in any clear way directly caused by the number of
customers rather than the amount of service that is provided to the various classes,
which is the general purpose of these expenses as stated in the FERC Uniform System
of Accounts. Account 909 (informational and instructional advertising expenses)
includes costs relating to preparing materials for newspapers, periodicals, etc.,
preparing informational booklets, preparing window and other displays, and the use
of newspapers or other media for informational purposes. None of these activities

bears any direct relationship to the number of customers. The same can be said of
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Account 910, which is merely an account for recording expenses that do not neatly fit
into Accounts 908 or 909. Moreover, the benefits of these expenditures to customers
will depend on their size in terms of usage, and allocating on a simple customer count
does not take into account the differing amount of usage among customers.

How does the NARUC Cost Allocation Manual suggest these costs be classified?

The NARUC Manual states that, “...except for conservation and load management,
these costs are classified as customer-related.” However, this pronouncement seems
to be in direct contradiction with how the Manual says Sales Expenses (Accounts
911 —917) should be classified. In that case, the Manual states that, “These accounts
include the costs of exhibitions, displays, and advertising designed 1o promote the
utility service (emphasis added).” (p. 103) It goes on to say these costs could be
classified as customer-related, but further states that “Allocation of these costs,
however, should be based upon some general allocation scheme, not numbers of
customers,” because they do not vary directly with the number of customers.
Interestingly, that is what Mr. Heid does in his study. He allocates sales expenses on
O&M costs without fuel, a much broader allocation factor than the number of
customers. There is little difference in the types of costs that are incurred in these
two groups of accounts. Whereas Sales Expenses are intended to “promote utility
service,” Customer Service and Informational Expenses are intended to “encourage
safe, efficient, economical use of the utility’s service.” This is an instance where 1
believe the stated objective of the NARUC Cost Allocation Manual should be taken
to heart. That is, that the Manual should be “non-judgmental” and not advocate any

one particular method. (See Preface, p. ii.)
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How do you recommend these customer service and informational expenses be
allocated among the customer classes?

I recommend that the sum of these costs be allocated among the various classes on
the basis of their energy use at meter. That strikes me as being consistent with the
purpose for which these expenses have been made -- the encouragement of safe,

efficient and economical use of the utility’s service.

VII. OUCC Cost of Service Studies

Have you prepared a modified version of the Vectren South-Electric cost of
service study that incorporates the changes you have discussed, including
allocating generation and transmission plant investment on the peak and
average allocator?

Yes. The Company provided Mr. Heid’s May 17, 2010 revised cost of service model
in Excel format with all formulas intact, which allowed us to rerun the model with the
changes I believe are appropriate. Dr. Nicholson reviewed the structure of the model
to ensure that she understands how it operates, and then reran the model with the
changes that 1 have discussed in my testimony. Schedule DES-3 provides the
summary pages for the OUCC Peak and Average study, and Schedule DES-4
provides the same summary for the alternative OUCC 12-CP study. In the first two
pages of each Schedule, are provided the Statement of Operating Income at current
revenues, first at actual rates and then at rates that would equalize rates of return for
all classes. Page 3 provides the Statement of Operating Income at Company-
proposed jurisdictional revenues and equalized class rates of return.

Do class cost responsibilities change significantly when energy is properly
recognized as being largely responsible for the amount of investment in
generation and transmission plant, and when upstream distribution plant is
properly classified as 100 percent demand-related?
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Yes. This can be seen from a comparison of estimated class rates of return and class
relative return indexes under the Company’s 4-CP allocation and the class rates of
return and “relative return indexes” that result from the OUCC Peak and Average
Study, which allocates a significant portion of generation and transmission plant on
energy use and classifies 100 percent of the cost of line transformers as demand-
related. The “relative return index” is a class’ rate of return expressed as a percentage
of the jurisdictional average rate of return. This comparison between the two studies
is provided in the first four columns of Schedule DES-5. The Residential rate of
return rises from 4.78 percent under the Company’s study to 6.34 percent under the
OUCC P&A Cost Study. When proper account is taken of the energy responsibility
for generation and transmission investments, and line transformers are properly
classified as 100 percent demand-related, the Residential class is shown to be
contributing a rate of return that is 115 percent of the system average rate of return, as
compared to the Company’s estimate of only 86 percent of the system average rate of
return under the Company’s 4-CP allocation method. Similarly, the relative return
index for the Small General Service class rises from 56 percent under the Company’s
4-CP study to 84 percent under the OUCC P&A study. The major classes whose
relative return indexes fall significantly include Large Power Service, which falls
from 147 percent to 64 percent, High Load Factor Service, which falls from 114
percent to 20 percent; and Street Lighting, which falls from 106 percent to 48 percent.
This is a logical implication of the P&A method, since the first two of these classes
are relatively high load factor classes, which means they will bear a larger

responsibility for generation and transmission plant and related O&M costs when a
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significant portion of these costs are properly allocated on energy usage. The Street
Lighting class return falls because it is no longer immune from being allocated
production plant costs just because it misses the four highest monthly peaks.

Please describe the second OUCC cost of service study that is summarized in
Schedule DES-4.

If the Commission is unwilling to accept the results of the OUCC P&A study
presented in Schedule DES-3, then I strongly believe the next best alternative is to
adopt the 12-CP allocation of generation and transmission plant as opposed to the
Company’s proposed 4-CP methodology. The 12-CP results are provided in
Schedule DES-4, and the rate of return comparisons for this study are provided in the
5" and 6™ columns of Schedule DES-5.

Why do you believe the 12-CP method is superior to the 4-CP method?

The 12-CP is a much broader reflection of usage than is the 4-CP, and 1 strongly
believe that a broader allocator that recognizes year-round demands more accurately
reflects the loads for which base load generation and transmission plant costs were
incurred. Consider a class whose load is zero during each of the four critical summer
peak hours, but has loads during the times of the other monthly peaks and during
most of the other hours during the year. Under the relatively narrow 4-CP peak
definition, that class would be allocated none of the costs of the generation plant that
provides the customers in that class with energy and capacity during all the other
times of the year. It is patently unfair for this class to be assigned none of the costs of
the capacity that is used to meet its loads, while imposing all of those costs on those

classes and customers who happened to be on the system during those four hours.
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The 4-CP method is neither equitable nor an accurate reflection of the loads that
caused the generation and transmission plant costs to be incurred in the first place.

Does the P&A allocation method lead to symmetrical allocation of base load
generation plant cost and the resulting savings?

Yes. Some critics of the P&A method have argued that it is somehow unfair to
allocate additional production plant related costs to high load factor customers
without providing those same customers with additional energy savings that result
from those base load plants. These critics argue that the treatment of production plant
costs and energy savings somehow lacks symmetry. What is meant by “additional
production plant related costs,” of course, is cost responsibility that is greater than
would be allocated to them if production plant were classified as 100 percent peak
demand related. This argument is entirely fallacious.

How is this argument generally formulated?

It is usually demonstrated that, under a P& A method, the generation plant cost per
kW is higher for high load factor classes than for low load factor classes. Then it is
pointed out that total fuel cost is allocated on energy at source and so all classes pay
the same fuel cost per kWh. Critics then conclude from this evidence that high load
factor classes are treated unfairly and asymmetrically. That is, these classes are
required to pay more per kW for generation plant but do not get the benefit of lower
energy costs per kWh.

What is wrong with this argument?

The problem with this comparison is that it assumes 100 percent of generation capital
costs are demand related. That is the only basis for dividing total capital costs

allocated to the various classes by their contributions to the appropriate measure of
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peak demand. If one accepts that some portion of generation capital costs are, in fact,
energy related, then the comparison of unit capital costs needs to be separated into
two portions — one on the basis of cost per kW, and the other on the basis of the cost
per kWh. I have developed that very comparison in Schedule DES-6 for Vectren
South-Electric.

Please describe Schedule DES-6.

Schedule DES-6 shows the unit production plant cost and the unit fuel expense
imposed on each class under the Company’s 4-CP method (columns 3-6) and under
the OUCC proposed Peak and Average allocation (columns 7-10). In the table I have
unbundled the production plant cost into two components. The first is the demand
related component, established as 45 percent based on the analysis in Schedule
DES-2 and the Vectren South-Electric system load factor, which were used to
separate these costs into the demand- and energy-related components. That portion is
divided by each class’ contribution to the 4-CP to determine the unit demand-related
cost per kW. Note that, under the 4CP method, the amount is the same for all classes
— $645.08 per kW. The second component is the energy-related portion, established
as 55 percent, or 1.0 minus the peak demand component. That portion is divided by
each class’ energy at generator to determine the energy-related unit cost per kWh.
Under the 4-CP method that results in widely varying units costs, with low load factor
classes paying significantly more than high load factor classes. For example, the
Residential class pays 22.61 cents per kWh, or 130 percent of the jurisdictional
average cost of 17.43 cents per kWh. On the other hand, the higher load factor

classes pay considerably less than the jurisdictional average. High Load Factor
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Service pays only 9.15 cents, or about 52 percent of the average, and Large Power
Service pays only 9.90 cents, or about 57 percent of the average. Outdoor Lighting
and Street Lighting pay none of either the demand-related or energy-related
generation capital costs.

What are the results for the Peak and Average study that you propose?

The unit production demand-related costs are equal for all classes — the same $645.08
per kW. But, unlike the straight 4-CP method, the energy-related unit production
costs are also equal — 17.43 cents per kWh. The last column shows that, for both
methods, the unit fuel cost per kWh is equal for all classes -- 4.39 cents per kWh.

What do you conclude from the analysis shown in Schedule DES-6?

Contrary to the argument raised by certain critics of the P&A method, if one accepts
the reality that some portion of generation capital costs has been incurred to meet
energy requirements, the Peak and Average allocation method provides perfect
symmetry in the allocation of production capital costs and energy costs. All classes,
regardless of their load factors, receive the same unit cost allocation of the demand-
related component and the same unit cost allocation of the energy-related component.
Then, all classes receive nearly identical allocations per kWh of fuel expense. The
asymmetry actually exists in the 100 percent demand related 4-CP method because
high load factor classes receive a lower cost per kWh of the energy related portion of
production plant costs but receive the same unit fuel cost allocation as do low load
factor classes. And this outcome is obvious if one thinks about it from a very
practical perspective. Under the 100 percent demand related 4-CP method, when the
Company decides to build a baseload unit with very high capital costs in order to

generate fuel savings and lower energy costs, low load factor classes, like the
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Residential class, are allocated a disproportionate share (47.9%) of those capital costs,
but receive a much smaller share of the resulting energy savings (36.9%). High load
factor classes, like the Large Power Service class, on the other hand, would be
allocated a much smaller share of the capital costs (15.6%), but would receive a larger
share of the resulting energy savings (27.4%).

If the Commission agrees that some portion of generation capital costs have
been incurred to meet energy requirements, which I believe cannot be disputed, then
the Commission cannot reject the P& A method on the grounds that it treats capital
and energy cost allocations asymmetrically. The fundamental question that the
Commission must answer is whether it agrees that some portion of generation capital
costs have been incurred to meet energy requirements. If the Commission agrees
with this proposition, then some method that recognizes energy in the classification of
production capital costs, like my proposed P&A study, should be used to allocate
these costs among the customer classes.

Are fuel costs allocated among the classes to properly reflect differential losses in
the Company’s and your cost-of-service studies?

Yes. As the Company noted in response to OUCC 19-1, Proforma A (current
revenues) fuel costs were allocated on sales volumes (energy use at meter), but
Proforma B (proposed revenues) fuel costs were allocated on a line loss-adjusted
basis (energy at generator). 1 have followed this procedure in both the OUCC P&A
study and the OUCC 12-CP study.

The Commission has never accepted an electric cost of service study that
classifies a portion of generation and transmission costs as energy related.
Should that prevent the Commission from doing so in this case?
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No. While the Commission should surely consider the precedents it set in its earlier
orders, it certainly is not restricted by its previous opinions if there is clear and
convincing evidence that previously adopted methods should be changed. That is
evidenced by its recent October 16, 2006 Order in Citizens Gas & Coke Utility
(Cause No. 42767). There the Commission adopted the OUCC’s proposed cost of
service study that allocated distribution main costs on a combination of peak day
consumption (20 percent) and annual volumes (80 percent). In that Order, the

Commission stated:

Based upon the record evidence, this Commission concludes that the

OUCC’s cost-of-service study is most reflective of cost causation and

possesses a high degree of objectivity upon which the Commission

may place reliance in establishing the rates and charges in this

proceeding. (p. 74)
The method used by the OUCC in that case is directly comparable to allocating some
significant portion of electric generation capital costs on annual energy use as
I propose to do in this proceeding. I urge the Commission to evaluate the worth of

the OUCC’s P&A method in this case on “whether it is most reflective of cost

causation.”

VIII. The Treatment of Special Contract Customers

How has the Company handled special contract customers in its cost of service
study?

The Company has treated the sales to these customers outside of the cost of service
study. It allocates the total costs of service, including the costs incurred to serve the

special contract customers, to all those classes of customers that are explicitly
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recognized in the cost study. Then, it allocates the revenues received from sales to
the special contract customers as credits to all the specifically identified classes. In
short, it treats its special contract customers just like off-system, opportunity sales.

Are there concerns in treating special contract customers in this manner?

Yes. Treating special contract customers outside of the cost of service study prevents
a determination of what costs are actually being incurred to serve these customers.
Consequently, there is no way of determining the amount of subsidy or discount that
the special customers are receiving relative to the total embedded cost of providing
them with service. This is especially important for Vectren South — Electric, because
special contracts for the Company’s two largest special contract customers account
for approximately 13 percent of the total revenues at current rates.

Could these customers be included in the cost of service study?

Yes, this can be done and 1 recommend that the Commission order the Company to
do so in its next filed rate case.

How do you recommend special contract customers be included in the
Company’s class cost of service study?

I recommend that the Company establish a customer class made up only of special
contract customers. The Company would then determine the total embedded costs of
serving the customers in that class. This total cost could then be compared to the
revenues that the Company will actually receive from these customers based on the
special contract terms, thereby enabling the Company, the Commission and all other
interested parties, in determining the magnitude of the subsidy or discount that is
being offered to this group of customers.

Could the special contract customers simply be included in the rate class in
which they would ordinarily be included if they did not have special contracts?
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No. If that were done, then the amount of the subsidy these special contract
customers are receiving would be combined with the subsidies being received or paid
by the other customers in that class. Moreover, any move toward equalizing rates of
return among classes based on the results of such a cost study would have the effect
of imposing most or all of the burden of the subsidy to special contract customers on
the remaining customers in that class. It is my view that providing subsidies to any
particular customers or group of customers for economic/social reasons should be
viewed as a system-wide benefit decision, and thus the costs of that subsidy should be

borne by all customers on the system, not just other customers in that rate class.

IX. Class Step 1 Revenue Responsibilities

Please describe Vectren South — Electric’s proposed spread of its requested step
1 total jurisdictional revenue increase among the customer classes.

The Company proposes that the Company’s requested step 1 jurisdictional revenue
increase be spread among the classes so as to reduce the magnitude of the cross-
subsidies at present rates that exist among the wvarious customer classes.
The Company’s basis for the determination of the subsidy that each class is receiving
or paying is the 4-CP class cost of service study that Mr. Heid has performed.
The existing subsidies at current rates, based on the 4-CP study, and the amounts of
the proposed subsidy reductions are presented in Petitioner’s Exhibit KAH-SS.
Mr. Ulrey explains that, in Cause No. 37803, the Commission directed that, in future
cases, the magnitude of class subsidies should be reduced by at least 25 percent.
However, Mr. Ulrey testifies that, in this case, the Company has proposed to spread

the requested total jurisdictional increase so as to reduce existing subsidies by
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12.5 percent for those classes providing a subsidy, and 13.96 percent for those classes
receiving a subsidy. The exception is the Street Lighting Services class, which
Mr. Ulrey proposes to limit to one-half the jurisdictional percentage increase. The
resulting revenue spread leads to percentage step 1 revenue increases for the various
customer classes that range from a low of 3.08 percent for the High Load Factor
Service class to a high of 13.96 percent for the Small General Service class. The
Residential class would receive an increase of 11.83 percent, or approximately
122 percent of the jurisdictional percentage increase of 9.69 percent, exclusive of
Miscellaneous Revenues and Credits.

Why has the Company proposed a class revenue spread that results in current
subsidy reductions that are so much lower than the 25 percent reduction
guideline provided by the Commission in Cause 37803?

The reasons provided by Mr. Ulrey are very illuminating. He first notes that the
Commission in its Order in Cause No. 37803 tempered its guidance by noting that
“any subsidy ‘reduction should be prudent, consistent and whenever possible should
avoid rate shock to any particular customer class’.” (Exhibit JLU 1, p. 5.) Then, he
goes on to explain that the peculiar circumstances of this case warrant smaller
reductions in the existing subsidies. In particular, the subsidies in this case are much
higher than in the previous case. This is due, as Mr. Ulrey explains, because there has
been a large shift in the Production and Transmission Allocators from classes of
larger customers to classes of smaller customers. This results because the “allocators
in this case are based on usages during a time of reduced industrial production in
relation to non-industrial load.” (Id.)

What is the implication of Mr. Ulrey’s revelation that costs have been shifted
from large, high load-factor customers to small, low load-factor customers?
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It brings into question whether spreading the allowed increase in total jurisdictional
revenues among the classes so as to move toward equal rates of return is fully
appropriate in this case.

Please explain.

It has largely been accepted as axiomatic that moving classes toward equal rates of
return is an appropriate and fair objective in designing utility rates. The notion is that
fair rates, other things constant, are rates that result in each class contributing
revenues equal to the costs of serving the customers in that class. I, myself, have
proposed that a reasonable objective would be, other things constant, to have classes
contributing revenues that fall between 95 and 105 percent of the costs that are
appropriately allocated to them, recognizing that cost of service studies produce what
should be referred to as estimates of cost responsibilities and are not accurate enough
to warrant the insistence on 100 percent equalization. However, the circumstances in
this proceeding suggest that equalization of rates of return may not be a fully
appropriate objective in guiding the spread of allowed revenue increases, because
relative class cost responsibilities may vary widely over the business cycle.

Why is that variation over the business cycle of importance as far as using cost
of service as a guide to determining class revenue responsibilities?

That variation raises two concerns about fairness. First, shares of major allocators
should be fairly stable over time. Otherwise the allocators will result in major swings
in cost responsibilities and can lead to unfair allocation results. Consider, for
example, that the Company has invested in significant baseload generation capacity to
meet the energy requirements of all of its customers, but its large, high load-factor

customers, in particular. Mr. Thomas Bailey has described in detail in his direct
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testimony the critical nature of industrial loads for Vectren South — Electric and what
happens when these large industrial firms fall on hard times. Mr. Bailey explains that
the Company’s industrial rate class is comprised of 101 firms that account for
44 percent of the total energy usage. Indeed, Mr. Bailey explains that the Company’s
15 largest industrial customers account for 75 percent of the Company’s industrial
margin. In response to OUCC data request 7-1, the Company stated that the “top five
(5) industrial customers represent approximately 25% of the total energy usage on
Vectren South’s electric system.” When these firms cut back on their usage, as
Mr. Bailey testified has occurred over the last few years, the result is a significant
amount of excess generation capacity. In response to OUCC data request 2-57, the
Company stated that it would have an “estimated peak reserve of approximately
30%,” when its planning reserve margin is only 15 percent. The cost of carrying this
excess generation is disproportionately imposed on those low load factor classes
made up of smaller customers whose loads have not fallen to the extent of loads in the
industrial sector. Thus, whereas the amount of expensive baseload generation
capacity has been determined in large part to meet the industrial need for less
expensive energy, it is the Residential and Small General Service classes that are
being required to pay for a disproportionate share of the excess generation capacity.

What is the other concern?

Setting equal class rates of return as an objective of rate design is based on the notion
that equalizing rates of return causes each class to pay the full cost of serving it. This
is considered an important aspect of equity. However, the full cost of serving the

various classes should also take into account the differential risk associated with
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serving the various classes. The volatility of industrial loads makes these loads much
riskier to serve. The reduction in Vectren South -- Electric’s industrial loads due to
difficult economic times is what has led to the significant amount of excess
generation capacity that the Company has to carry. In a competitive economy, the
Company would probably have to bear most of those costs, but in the world of cost of
service regulation those costs are being shifted on to other customers whose loads
have not diminished by the same proportion. Given the differences in the risks
associated with serving the various classes of customers, it makes sense to temper the
equalized rates of return objective when spreading the allowed jurisdictional revenue
increase among the customer classes.

Have you developed a proposed spread of the Company-proposed step 1 revenue
increase based on your Peak and Average cost of service study?

Yes. In Schedule DES-7, I develop one version of a spread of the Company’s
proposed step 1 revenue increase based on the class cost responsibilities that are
provided in Schedule DES-3 — the OUCC Peak and Average study. 1 should note that
I provide a spread of the Company’s requested revenue increase only to facilitate
comparison with the Company’s proposed revenue spread, and this should not be
taken as an endorsement of the Company’s proposed revenue increase. The
reasonableness of the Company’s proposed increase in total revenues is addressed by
other OUCC witnesses. In Schedule DES-8, I develop a similar class revenue spread
based on the OUCC 12-CP cost study, the results of which are presented in Schedule
DES-4.

Please describe Schedule DES-7.
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I began my development of a reasonable revenue increase spread by initially
employing the Commission’s directive in Cause 37803 that existing subsidies should
be reduced by at least 25 percent, as long as the reductions are “prudent, consistent
and wherever possible should avoid rate shock to any particular customer class.”
(Commission Order, Cause 37803, p. 11.) In the first page of Schedule DES-7,
I show what the total revenue (rate revenue plus miscellaneous revenue) increases
would be by mechanically applying the 25 percent subsidy reduction formula. The
resulting percentage increases are presented in column 8. It should be noted that most
of the increases are fairly similar, with the exceptions of Water Heating and Street
Lighting, the increases for which are well in excess of the system average percentage
increase. To ensure that the increases are prudent, consistent and do not result in rate
shock for any of the classes, I decided to cap the increases for Water Heating and
Street Lighting at 150 percent of the jurisdictional average percentage increase, or
11.35 percent. On page 2 of Schedule DES-7, T develop what I refer to as the
Proposed Capped Revenues, which are shown in column 4. The shortfall from
capping the Water Heating and Street Lighting classes are allocated among the other
classes based on their shares of the uncapped revenue distribution, which shares are
shown in column 2. The resulting percentage increases in total revenues are shown in
column 5. In column 6 I deduct the Miscellaneous Revenue'® for each class to arrive

at the Proposed Capped step 1 Rate Revenues for each class in column 7. Column 8

'S I have deducted Pro Forma B Equalized Miscellaneous Revenues to determine the rate revenues for each
class in column 7. Since Miscellancous Revenues are allocated, in part, on rate revenue less fuel costs, the rate
revenues in column 7 provide a close approximation of the revenues that would result if Miscellancous
Revenues were reallocated to recognize the changes in class rate revenues as compared to equalized
Miscellaneous Revenues.
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presents the current rate revenue, and the percentage increases in step 1 class rate
revenues are shown in column 9.

Do you recommend that the total revenue increases and the rate revenue
increases shown in columns S and 9 on page 2 of Schedule DES-7 be
implemented if the Commission were to allow the Company its total requested
jurisdictional increase?

While I believe this revenue spread meets the criteria established by the Commission
in its Order in Cause 37803 and could reasonably be ordered by the Commission, I do
not recommend that this revenue spread be adopted. An examination of the total
revenue increases in column 5 shows that the capped increases do not vary a great
deal among the classes. In addition, I believe the circumstances surrounding this case
are such that it is not appropriate at this time to try and eliminate any existing cross-
subsidies. A predominant aspect of this case is the huge reduction in industrial load,
which has the effect of shifting cost responsibility to other classes of small, low load-
factor customers. Given these circumstances, plus the fact that there are not large
differences in required percentage increases among the classes, I strongly recommend
that the Commission order that the allowed increase in this proceeding be spread
among the classes on the basis of an equal percentage, across-the-board increase.
Columns (2) and (3) of Schedule DES-9 present the OUCC-proposed class spread of
total revenues and rate revenues based on the Company’s requested step 1 increase.

Does your evaluation of the appropriate class spread of the Company’s proposed
jurisdictional increase based on the OUCC 12-CP study in Schedule DES-8
modify your recommendation of an equal percentage, across-the-board
increase?

No. While the differences among the required class increases to realize a 25 percent

subsidy reduction are greater based on the results of the 12-CP study, I do not believe



10
11

12
13

14

15

16
17

18

19

20

21

22

23
24

Public’s Exhibit No. 13
Cause No. 43839
Page 51 of 63

they are so great as to change my recommendation, especially when one takes into
account the cost shifting that has occurred in this case because of the huge reduction

in industrial loads.

X. The Spread of Any Step 2 Allowed Increase

What is the OUCC’s position regarding the appropriateness of the Company’s
requested Step 2 increase?

The OUCC opposes the Company’s step 2 revenue increase in its entirety. This issue
is addressed by OUCC witness, Tyler Bolinger

Have you considered how any step 2 increase should be spread among the classes
if the Commission were to adopt some portion of the Company’s step 2 request?

Yes.

What costs is the proposed step 2 revenue increase intended to recover?

The Company is requesting an additional $4.4 million in jurisdictional revenues to
recover the costs associated with the “dense pack” installations at the Brown 1 and
Brown 2 generating units.

How has the Company proposed to spread this $4.4 million among the several
customer classes?

Mr. Ulrey has proposed that these additional revenues be spread among the non-
lighting classes based on the same percentage of the step 1 increase that was received
by each class. Thus, the Residential class would receive 53.1845 percent of the non-
lighting step 1 revenue increase under his proposal, and so the Residential class
would receive 53.1845 percent of the step 2 increase. (See JLU-S5, Schedule 2.)

Do you believe this is a reasonable way to spread the step 2 increase among the
various customer classes?
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No. First of all, there is no basis to excuse the lighting classes from bearing their
appropriate share of these costs. Mr. Ulrey argues that, since these costs would be
allocated with a 4-CP allocator if included in a cost of service study, and since the
lighting classes do not contribute to the 4-CP allocator, they would not be allocated
any of these costs in the context of a cost of service study. As I have argued above,
all generation costs should be partially allocated on energy use or average demand.
Otherwise classes like the lighting classes whose requirements are met by the
Company’s generation units would be improperly excused from paying for any
portion of the capital costs that permit the production of the energy that these
customers use. But to excuse these classes from paying for any part of the dense pack
investment is particularly objectionable because this investment is clearly energy
related.

Please explain why the dense pack investment is clearly energy related.

The Company’s own witness, Mr. Ronald Jochum, provides the explanation in his
direct testimony. Mr. Jochum explains that the result of the dense pack installation
“is improved steam path efficiency.” He goes on to say that, “...the scheduled dense
packs at Brown Units 1 and 2 will provide significant reductions in emissions of all
pollutants, reduce the volume of ash produced at the units, and result in lower fuel
costs.” (Exhibit RGJ-1, p. 25.) Emissions, ash and fuel costs are each directly related
to the amount of energy produced by these generating units. They are not related to
the capacity of the units. Mr. Jochum responds to the question whether customers
will receive immediate benefits when the dense packs are installed by stating that,

“Fuel costs will be reduced and fewer allowances will be required to offset various
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types of regulated emissions.” (Exhibit RGJ-1, p. 26.) In short, Mr. Jochum
demonstrates clearly that the dense pack investment is being made to reduce fuel
costs and to reduce the cost of emissions, both directly related to the production of
energy.

If these generation investment costs would have been allocated on the 4-CP in
the Company’s cost of service study, then what is wrong with distributing the
step 2 revenue requirement in the same way?

The Company has made that argument. For example, that is the explanation of why
the lighting classes are excused from any of the step 2 increase. It is also the
explanation offered for allocating Environmental Emission Allowances (EEAs) on
the 4-CP in the Reliability Cost and Revenue Adjustment (RCRA). In response to
OUCC Data Request 1-13, Mr. Albertson states that “EEAs are in lieu of
environmental capital investment at its generating plants that would render the EEAs
unnecessary. It follows, then, that those costs should be allocated in the same manner
as such capital investment would be allocated.” There is some logic in
Mr. Albertson’s explanation, but the problem is that environmental capital
investments should not be allocated on peak demand in the first place. It simply goes
to show how inappropriate it is to allocate 100 percent of generation capital costs on
peak demand. Investment in environmental control equipment has nothing to do with
meeting capacity requirements or meeting reliability needs. The investments are
made to reduce the amount of emissions that result from producing energy around the
clock. Similarly, the dense pack investments are clearly being made to reduce fuel
costs, ash by-product and emissions, all of which are related to the production of

energy.
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How do you recommend that the proposed step 2 revenue increase be distributed
among the customer classes?

I recommend that these costs be allocated among all the classes based on their energy

use at generator. This step 2 revenue spread is provided in Schedule DES-9.

XI1. Rate Design Issues

Do you have any general comment on the overall changes that are being
proposed by the Company in the design of its rates?

Yes. As a general proposition, the Company’s proposed changes in its rate structure
will shift revenue recovery from variable components of its rates to its fixed charges
or to components of its rates that are less variable. Specifically, the Company’s rate
design proposals are designed to shift revenue recovery from energy charges to
customer or facilities charges and to demand charges. This general redesign of its
rates, along with the many cost tracker mechanisms that it is proposing, essentially
has the effect of shifting risks from Vectren South — Electric to its customers.

Do you have concerns with the implications of some of these proposed rate
design changes?

Yes. 1 shall discuss below my concerns with the Company’s proposed specific rate

design changes for several of its current rate schedules.

Residential Rates

Q.

A.

Please describe the changes proposed by the Company for Residential Rate A
and Residential Rate EH.

The Company has proposed to place Rate A customers and Rate EH electric heating
customers on one rate schedule. Rate A customers will be defined as “Standard”
customers and Rate EH customers will be defined as “Transitional” customers. Both

types of customers will face a common monthly Customer Facilities Charge of
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$11.00. That amounts to an increase of 100 percent for Rate A customers and
71 percent for Rate EH customers. Rate A customers currently face a two block
declining rate for the first 250 kWh and everything over 250 kWh. The Company
proposes to eliminate that two block feature for its new “Standard” customers.
It proposes to significantly flatten the declining block feature for “transitional”
customers, and to close this rate to new customers. Mr. Ulrey testifies that the
Company’s objective is to eliminate these declining blocks over time, which were
originally introduced to encourage customers to install electric space heating. Let me
first address the Company’s proposed increases in the customer charges and then
I will focus on the Company’s proposal to flatten the rate schedule for electric space

heating customers.

Do you believe the Company’s proposed increases in the Residential facilities
charges are reasonable?

No. The Company’s proposed increases in the Residential facilities charges violate
the time-honored rate design criterion of gradualism or rate continuity. This proposal
has the effect of imposing the largest percentage increases on the smallest customers
taking service under these rate schedules, which is often related to the ability to pay.
Further, 1 believe the Company’s proposal unreasonably skews the breakdown of
revenue recovery towards fixed charges. Mr. Ulrey’s Exhibit JLU-S6 shows that,
under the Company’s proposal, 36 percent of revenues from RS-Standard customers,
and 26 percent of revenues from RS-Transitional customers would be recovered
through these increased facilities charges.

How does the Vectren-South Electric proposed residential facilities charge
compare with the fixed customer, service or facilities charges of other electric
utilities in Indiana?
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We conducted a survey of the Investor Owned Ultilities (IOUs) and municipal utilities
in Indiana to get a sense of where the Company’s proposed residential facilities
charge would fall in the distribution of these charges for other electric utilities in
Indiana. The results of this survey are summarized in Schedule DES-10. These up-
front charges for other IOUs range from $5.95 to $11.00, with an average of $7.97.
I should note that the $11.00 charge is for Indianapolis Power and Light’s larger
residential customers with monthly usage exceeding 325 kWh per month. Below this
level, the monthly charge is $6.70 per month. Customer charges for the municipal
systems range from $3.47 to $10.00, with an average charge of $5.77 per month.

In view of this evidence, what do you recommend regarding the appropriate
increase in residential customer charges?

Given the very difficult current economic conditions that many residential customers
find themselves in, and given that these difficult conditions are probably most severe
for the smallest residential customers, I recommend that the Commission order the
Company to retain the current facilities charges. At the very most, the Commission
should limit the increase to approximately the overall jurisdictional percentage
increase that it allows at the close of this case. Based on the Company’s proposed
9.69 percent increase in jurisdictional rate revenues, that would amount to an increase
to approximately $6.00 for RS-Standard customers and to approximately $7.00 for
RS-Transitional customers.

Do you have any concerns regarding the Company’s proposal to close Rate EH
(renamed RS-Transitional) to new customers and to begin to flatten that rate?

Yes. As Mr. Ulrey has testified, that rate was originally implemented to promote the
use of electric space heating. Those customers that made investments in electric

space heating systems did so with the reasonable expectation that lower tail block
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rates in Rate EH would continue to be available, at least for the life of their
investments. That includes people who bought homes that had existing electric space
heating systems already installed. I understand the Company’s interest in phasing out
the lower priced tail blocks in order to no longer promote the use of electric space
heating. Presumably, the Company believes that future decisions about which
heating systems to invest in should be based on the actual cost of operating electric
heating systems. Thus, the Company appears to be interested in providing more
accurate price signals upon which to base those future decisions. At the same time,
consideration must be given to the equity of making changes that will have adverse
effects on those customers who are locked into existing space heating systems.

Please describe in detail the redesign of the rate blocks proposed by the
Company, and the effects of these changes on “locked-in” customers.

The Company proposes to close the rate to new customers. It also proposes to begin
to flatten the rate for RS Transitional customers. Specifically, it proposes to increase
the “all-in” tail block rate for usage over 1,000 kWh in the winter from
7.526 cents/kWh to 8.697 cents/kWh, an increase of approximately 16 percent. This
is offset to some extent by the reduction in the all-in rate for the first 250 kWh by
11 percent. The summer tail block all-in rate is increased by approximately
34 percent, or 2.55 cents/kWh. The effect of these changes is shown in the
Company’s bill comparisons, which are presented in Exhibit No. JLU-S7, on pages 2
and 3. The increase for a customer taking 2,000 kWh per month in the winter would
be 11.56 percent, which is somewhat lower than the increase that is proposed by the
Company for the Residential class as a whole -- 11.83 percent. The summer rate

increase will be significantly higher. An RS-Transitional customer using 2,000 kWh
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in the summer will see an increase of 18.44 percent, based on the Company’s bill
comparisons. However, that monthly summer bill of $238.23 will still be about $69
less than the bill of a comparable 2,000 kWh customer taking service under
RS-Standard.

Do you find the redesign of Rate EH to be reasonable?

I believe the flattening of the rate that is included in the Company’s redesign is a
reasonable first step toward moving the rate serving electric space heating customers
to the standard residential rate. However, I have serious misgivings regarding the
equity of closing the rate to all new customers as the Company has proposed to do.

Please explain your concern.

Customers who are locked into existing electric heating systems, the investment in
which was based on the promotional rates that the Company offered, should be
protected from the rate shock that would be associated with being forced to move
onto Schedule RS — Standard. The Company has done this for existing Rate EH
customers by grandfathering their right to remain on Rate RS — Transitional and by
moderating the extent to which it has moved that rate toward the Rate RS — Standard.
The problem is that the grandfathering is tied to the customer and not to the premises.
That means when a customer buys an existing home with an electric heating system,
he would be forced to pay for space heating at the rates embodied in RS — Standard.
This customer is locked into the electric space heating system in the same way that
the previous owner was. It is unreasonable to expect that new owner to invest in a
new heating system after he buys the house and then learns that he will have

significantly higher heating bills than did the seller. This situation can be easily
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avoided by tying the grandfathering provision to the premises rather than to the
customer.

Do you believe that the lower tail block rates should eventually be eliminated?

Yes. I believe that it would be reasonable to phase in the elimination of the lower tail
block rates so as to merge this rate with Rate RS — Standard over something like a 10-
year period, as long as existing RS — Transitional customers are made aware that their
lower tail block rates will eventually be eliminated over this time period. That should
provide ample time for customers to make rational decisions about which alternative
heating system to install to replace the electric systems as they wear out. The
combination of tying the grandfathering provision to the premises and the well-
publicized gradual elimination of the lower tail block rates over a ten-year period
would provide equitable treatment of those customers who are locked into electric

space heating systems.

Small General Service Rate (SGS)

Q.
A.

Do you have any differences with the Company’s proposed design of Rate SGS?

The Company has proposed to increase the customer facilities charge from
$7.50/month to $11.00/month, an increase of 47 percent. As in the case of the
Residential rate, I would urge the Commission to order the Company to retain the
current customer facilities charge of $7.50/month, or at least to limit the increase to
the average jurisdictional percentage increase which, at the Company’s proposed
increase of 9.69 percent, would lead to a customer facilities charge of approximately
$8.50/month.  Mr. Ulrey testifies that Rate SGS continues in its present form.
However, the Company’s proposal would increase the rate for usage over 2,000

kWh/month by nearly 22 percent, which is much higher than the increase in the other
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rate components, with no explanation of why it has proposed this restructuring. 1
recommend that the Commission order the Company to moderate the amount of the

increase in this last block.

Demand General Service (DGS)

Q.

A

Please summarize your understanding of the Company’s proposed changes to
Rate Schedule DGS.

The Company has proposed to separate customers in this class into three different
size categories -- 10 kW to 70kW; 71 kW to 300 kW; and over 300 kW. Each of
these three groups would have a different customer charge, but all other charges
would remain the same for all three groups. I understand that the Company’s purpose
in introducing these three different size categories is that, “This sub-division allows
for the eventual differentiation of Rates and Charges for these customers, based on
size and cost differences, over time.” (Ulrey Direct Testimony, Exhibit. JLU-1, page
10.) In short, it would seem that this size division merely sets the stage for potential
further rate differentiation in the future.

Does it make sense to differentiate these customers according to size?

There are likely to be some cost differences that are related to size that could be
captured in different rates. However, the Company has provided no evidence of such
cost differences. Indeed, I am aware of no evidence that the Company has provided
to support the differences in the three different customer facilities charges. A much
more likely factor causing differences in costs is voltage delivery level, which may or
may not be associated with customer size.

Are you concerned with the large increases in the customer facilities charges?
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They are very large percentage increases. However, these charges are likely to be a
very small portion of the total bills of large commercial and industrial customers, so
the magnitude of these increases does not cause me as much concern as do the
proposed increases for residential and small general service customers. Of somewhat
greater concern is the shift in revenue responsibility toward customer and demand
charges. The demand charge is proposed to be increased by 28 percent, while the
energy charges in the last two blocks are proposed to increase by only 7.8 percent and
6.0 percent, and the first block energy charge would be reduced by about 2 percent.
Again, I think this is representative of the entire thrust of the Company’s restructuring
of its rates and the Commission may wish to require the Company to moderate the
extent to which it shifts revenue recovery from energy to demand and customer

facilities charges.

Rate OSS — Off Season Service

Q.
A

Q.
A

Who is this rate intended to serve?

This rate is available to any Non-Residential customer with a load in excess of 10 kW
“who permanently and exclusively uses electric equipment for space heating.” Thus,
Rate OSS appears to provide the same reduced rate for larger Non-Residential space
heating customers as Rate EH provides to Residential space heating customers.

What changes does the Company propose to Rate OSS?

The Company proposes to increase the customer facilities charge by 43 percent, from
$10.50 to $15.00 per month, and the demand charge is proposed to increase by 25
percent, from $4.00 to $5.00 per kW-month. The remainder of the required increase

for this class comes from a nearly 8 percent increase in the flat energy charge.
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Does the Company propose to begin to eliminate the incentive space heating in
this rate as it does for current Rate EH?

No. The structure of this rate relative to the standard service that such customers
would take under Rate DGS remains largely unchanged. However, the incentives for
space heating under this rate as compared to Rate DGS do not appear to be
particularly large. The discount is fairly significant as compared to the first two
blocks of Rate DGS. However, the all-in energy charge is actually higher by about 9
mills in Rate OSS as compared to the tail block rate in Rate DGS. The bill
comparisons provided in Exhibit JLU-S7, page 6, show that smaller customers with
usage under 15,000 kWh per month would continue to pay less than they would under
Rate DGS, but larger customers with usage above 15,000 kWh would tend to pay
more under Rate OSS.

What do you conclude from your analysis of these two rates?

It is unclear to me what purpose Rate OSS fulfills or why it is proposed to continue
for customers who “permanently” use electric equipment for space heating. It seems
to me that the Company could close this rate to new customers, and begin to move the
rate toward comparable DGS rates with the eye toward eliminating this rate within

the next couple of rate cases.

Rate LP - Large Power Service

Q.

A.

Do you have any comments on the Company’s proposed design of Rate LP —
Large Power Service?

I would only observe that in the design of Rate LP, the Company continues with its
effort to shift revenue recovery from energy charges to up-front facilities charges and
to demand charges. It proposes to increase the monthly facilities charge by 25

percent, to increase the demand charge by 18 percent, and to increase the all-in
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energy charge by only 1.6 percent. The Commission may wish to temper somewhat
this shift in revenue recovery to less elastic components of service, thereby tempering
to some extent the shift of the risk of revenue recovery from the Company to its
customers.

Does this complete your direct testimony?

Yes.
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Before the Illinois Commerce Commission, Docket No. 82-0026, on marginal-cost-based
class revenue responsibilities and rate design.

Before the Public Utilities Commission of the State of Idaho, Case No.. U-1009-120, on
contractual arrangements, embedded-cost-based class revenue requirements, and rate
design.

Before the Public Utilities Commission of the State of Maryland, Case No. 7695, on
proper electric class cost-of-service methodologies.

Before the Public Service Commission of Nevada, Docket No. 83-707, on marginal-cost-
based class revenue responsibilities and rate design.

Before the Illinois Commerce Commission, Docket No. 83-0537, on marginal-cost-based
class revenue responsibilities, rate design, and rate schedule qualification standards.

Before the Public Utilities Commission of the State of Idaho, Case No. U-1009-137, on
jurisdictional separations, embedded class cost-of-service studies, interruptible service
credits, and class revenue requirements.

Before the South Carolina Public Service Commission, Docket No. 84-122-E, on
embedded class cost-of-service methodologies, class revenue requirements, and rate
design.

Before the Public Utilities Commission of the State of Idaho, Case No. U-1500-157 (May
1985), on the public interest aspects of declaring one utility as the sole supplier of the
Idaho National Engineering Laboratory.

Before the 1llinois Commerce Commission, Docket Nos. 83-0537 (Step 2) and 84-0555
(Consolidated), June 1985, on marginal-cost-based class revenue responsibilities and rate
design.

Before the Public Utilities Commission of the State of Idaho. Case No. U-1006-265A
(May 1987), on embedded class cost-of-service studies, class revenue requirements, and
rate design.

Before the Public Utilities Commission of the State of Maine, Docket No. 86-242
(August 1987), on by-pass and incentive rate discounts for large industrial customers.




27.

28.

29.

30.

31

32.

33.

34.

35.

36.

37.

38.

Before the 1llinois Commerce Commission, Docket No. 87-0427, (February and April
1988), on marginal-cost-based class revenues, Ramsey pricing considerations, and
industrial rate design.

Before the Illinois Commerce Commission, Docket No. 87-0695, (April 1988), on
marginal-cost-based class revenues, Ramsey pricing issues, and industrial rate design.

Before the Indiana Utility Regulatory Commission, Cause No. 37414-S2 (October 1989),
on ratemaking treatment of oft-system sales, embedded cost-of-service study, and rate
design.

Before the Public Utilities Commission of the State of Maine, Docket 89-68 (January
1990), on measurement and use of marginal costs for determining class revenues.

Before the Federal Energy Regulatory Commission, Docket No. EC90-10-000, et. al.
(May 1990), with Matthew I. Kahal, on the potential effects of the Northeast Utilities
acquisition of Public Service New Hampshire on market concentration and competition
in the New England bulk power market.

Before the Illinois Commerce Commission, Docket No. 90-0169 (August and October
1990), on the estimation of marginal costs, class revenue responsibilities, and industrial
rate design.

Before the Public Service Commission of Nevada, Docket Nos. 91-5032 and 91-5055
(September 1991), on the estimation of marginal costs, class revenue responsibilities and
rate design for large power users.

Before the Public Service Commission of Nevada, Docket No. 92-1067 (May 1992), on
the estimation of marginal costs, the cost of providing interruptible power, class revenue
responsibilities, and rate design for large power users.

Before the Public Utilities Commission of the State of Maine, Docket No. 92-095
(February 1993), Affidavit regarding the efficacy of rate discounts in attracting new
business.

Before the Public Utilities Commission of the State of Maine, Docket No. 92-315 (June
1993), on revamping of the rate structure to meet competition for sales.

Before the Public Utilities Commission of the State of Maine, Docket No. 92-345
(August 1993), with Marvin H. Kahn, on price cap mechanisms as an alternative form of
regulation.

Before the Public Service Commission of Nevada, Docket No. 92-9055 (October 1993),
on franchise rights to serve a large DOE customer.




39.

40.

41.

42.

43.

44.

45.

46.

47.

48.

49.

50.

Before the Illinois Commerce Commission, Docket No. 94-0065 (June 1994), on the
estimation of marginal costs, class revenue responsibilities, and industrial rate design.

Before the Public Service Commission of Nevada, Docket No. 93-11045 (June 1994) on
the estimation of marginal costs, environmental externality adders, competition for loads,
and class revenue responsibilities.

Before the Idaho Public Utilities Commission, Case No. IPC-E-94-5 (November 1994),
on embedded class cost allocation and class revenue responsibilities.

Before the Public Utilities Commission of the State of Maine, Docket No. 92-315 (1)
(March 1995), on the estimation of marginal distribution demand and customer costs.

Before the Public Utilities Commission of the State of Maine, Docket No. 95-052 (RD)
(October 1995 and January 1996), with Daphne Pscharopoulos, on the estimation of
marginal costs as the basis for class revenues and rate design.

Before the Public Service Commission of Nevada, Docket No. 96-7020 (November
1996), on the estimation of marginal costs, class revenue responsibilities, and the
reasonableness of fixed, up-front facilities charges.

Before the Public Service Commission of Montana, Docket No. 97.7.90 (November 1997
and March 1998), on aspects of Montana Power Company’s proposed restructuring plan.

Before the Illinois Commerce Commission, Docket No. 99-0117 (April 1999), on the
design of distribution delivery rates for Commonwealth Edison Company.

Before the Public Utilities Commission of Nevada, Docket Nos. 99-4005 and 99-4006,
(November 1999), on the design of an electric distribution service tariff for Nevada
Power Company.

Before the Public Utilities Commission of Nevada, Docket No. 99-7035 (January and
February 2000), on Nevada Power proposed revision to its base rates and deferred energy
adjustment rates, including the recovery and allocation of deferred capacity costs and the
appropriate calculation of annualized fuel and purchased power costs.

Before the Illinois Commerce Commission, Docket No. 01-0423 (August, October 2001),
on the proper design of distribution delivery rates for Commonwealth Edison Company.

Before the Public Utilities Commission of the State of Maine, Docket No. 2001-239

(November 2001), on appropriate procedures governing the provision of rate discounts to
retain or attract customers.
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51.

52.

53.

54.

55.

56.

57.

58.

59.

60.

61.

62.

Before the Public Utilities Commission of Nevada, Docket Nos. 01-10001, 01-10002 and
01-11029 (February 2002), on Nevada Power Company's proposed class cost allocations
and revisions to its base rates.

Before the Illinois Commerce Commission, Docket No. 02-0479 (August 2002), on the
appropriateness of the Company's petition to have bundled Rate 6L service to customers
with loads of 3 MW or more declared a competitive service, thereby eliminating Rate 6L
as a service of last resort for these customers.

Before the 1llinois Commerce Commission, Docket Nos. 02-0656, 02-0671, and 02-0672
(CONS.) (December 2002), on proposed changes to Commonwealth Edison Company’s
retail access options.

Before the Public Utilities Commission of Nevada, Docket Nos. 03-10001 and 03-10002
(January 2004), on Nevada Power Company’s proposed class revenue allocation and the
imposition of new Customer Specific Facilities Charges on certain large customers.

Before the Illinois Commerce Commission, Docket No. 05-0159 (June 2005), on the
need for Commonwealth Edison Company to offer a fixed-price POLR service to large
customers.

Before the Illinois Commerce Commission, Docket No. 05-0597 (February 2006), on the
allocation of costs and the design of rates for retail delivery service.

Before the Illinois Commerce Commission, Docket No. 07-0566 (February 2008), on
embedded class cost of service and the design of rates for retail delivery service.

Before the Indiana Utility Regulatory Commission, Cause No. 43306 (September 2008),
on embedded class cost of service and the design of rates for retail customers.

Before the Indiana Utility Regulatory Commission, Cause No. 43526 (May 2009), on
embedded class cost of service, revenue spread and rate design.

Before the State of Rhode Island and Providence Plantations Public Ultilities
Commission, Docket No. 4065 (September 2009), on embedded class cost of service,
revenue spread and rate design.

Before the Pennsylvania Public Utility Commission, Docket No. M-2009-2123944
(October 2009), on the proper allocation of the costs of Smart Meter Technology.

Before the Pennsylvania Public Utility Commission, Docket No. M-2009-2123948
(October 2009), on the proper allocation of the costs of Smart Meter Technology.
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Schedule DES-1

VECTREN SOUTH-ELECTRIC
Generating Plant Information

2007-2009
Average
Net Average Hours
Capacity Fuel Plant Generation Connected
Unit (MW) Type Type (mWh) To Load
Brown 1 245 Coal Baseload 1,364,883 7,274
Brown 2 245 Coal Baseload 1,533,438 8,035
Culley 2 90 Coal Baseload 442 517 6,587
Culley 3 270 Coal Baseload 1,765,026 8,010
Warrick 4 150 Coal Baseload 907,016 7,550
Brown 3 80 Gas/Oil Peaking 13,683 309
Brown 4 80 Gas Peaking 14,558 241
Broadway 1 50 Gas Peaking 2,105 74
Broadway 2 65 Gas/0il Peaking 16,200 379
Northeast 1 10 Gas Peaking 38 4
Northeast 2 10 Gas Peaking 4] 4
Blackfoot 3 Landfill gas Baseload 9,655 NA
System Total 1,298 6,069,160
Total Peaking 295 (22.7%) 46,625 (0.8%) 169
Total Baseload 1,003 (77.3%) 6,022,535 (99.2%)  7.491°

'"The Blackfoot unit only operated in 2009.
*Excludes Blackfoot.

Source: Company’s response to OUCC Request 2-5.
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Page 1 of 2
Vectren South-Electric
Analysis of Demand and Energy Responsibility
for Cost of Existing Generation Plant
(Based on Original Installed Cost of Plant)
Original Original
Installed Installed Cost Installed Cost
Year of Capacily2 Nominal’ (% 2009)3
installation (MW) ($/kW) ($/kW)
Peaking Units
Brown 3 1991 83.3 352.43 531.73
Brown 4 2002 84.4 378.83 511.63
Broadway 1 1971 51.8 212.16 995.08
Broadway 2 1981 74.4 144.50 252.95
Northeast 1 1963 10.5 156.22 875.44
Northeast 2 1964 10.5 156.22 875.44
Peaking Subtotal 314.9 274.22 559.62
Base Load
Brown 1 1979 240.2 1,300.03 2,230.47
Brown 2 1986 240.2 1,300.03 2,230.47
Culley 2 1966 95.7 1,059.88 5,167.66
Culley 3 1973 287.2 1,059.88 5,167.66
Warrick 4 1970 150.0 423.15 2,063.16
Blackfoot 2009 3.2 3,612.19 3,612.19
Base load Subtotal 1,016.5 1,087.45 3,316.53
Total 1,331.4 895.11 2,664.47
$1000s Percent Nominal Calculation
Total Installed cost ($1,000s of 2009 dollars) $3,547,477 100% 1,191,749 100%
Less Peaker Cost ($559.62/kW x 1,331.4 MW) $745,078 21.0% 365,097 31%
Energy-related Cost $2,802,399 79.0% 826,653 69%

\1: Source: Vectren South (Southern Indiana Gas and Electric Company) 2008 FERC Form 1, the Energy Information
Administration's EIA 806 Database; press release (Blackfoot).
\2: Source: Veetren South-Electric's Response to OUCC DRI-Q5

\3: Nominal dollars were converted into 2009 dollars with the "Intermediate materials supplies and components” (Series
Id: WPUSOP2000Producer Price Index), Bureau of Labor Statistics. A single total installed cost figure was provided
for Brown units 1 and 2, which were built in 1979 and 1986 respectively. | assumed that the total installed cost was
provided in 1983 dollars. Similarly, the Culley unit total cost figure was treated as if it were provided in 1970 dollars and

the Northeast unit total cost figure was treated as if it were provided in 1964 dollars.



Peaking Units

Brown 3
Brown 4
Broadway 1
Broadway 2
Northeast 1
Northeast 2

Peaking Subtotal

Base L.oad

Brown 1
Brown 2
Culley 2
Culley 3
Warrick 4
Blackfoot

Base load Subtotal

Total - All Types

Schedule DES-2
Page 2 of 2

Vectren South-Electric
Analysis of Demand and Energy Responsibility
for Cost of Existing Generation Plant
(Based on Replacement Cost of Plant)

Installed Total Cost if 100%
Capacity Replacement Replacement  Peaking
(MW) Cost per kW Cost Capacity
($) ($1,000) ($1,000)

833
84.4
51.8
74 .4
10.5
10.5

314.9 1,166 367,173

240.2
240.2
95.7
287.2
150.0
3.2

1,016.5 3,043 3,093,210

1.331.4 3,460,383 1,552,412

Demand-Related
Share

Energy-Related
Share

(1,552,412 + 3,460,383) x 100 = 44.9%

100 - 44.9% = 55.1%

1/ Vectren South-Electric Response to OUCC DR1 Q-5
2/ Vectren 2009 Integrated Resource Plan, pages 76-77. The baseload replacement cost

is based on a CFB coal plant and the peaking replacement cost is based on a Heavy Duty

GE 7EA gas unit.



DATA: 12 MONTHS ENDED JUNE 30, 2009

Line
No. Description

Operating Revenues

(1) Revenues From Ekctric Sales
(2) Miscellaneous Revenues

3) Total

Operating Expenses

(4) Operation and Maintenance
(5) Depreciation and Amortization
(6) Federal Income Taxes

(7) State Income Taxes

(8) Taxes Other Than Income

) Total

(10) Net Operating Income

(11) Original Cost Rate Base

(12) Rate of Return on Rate Base

(13) Eamings Index

Schedule DES-3

Page 1 of 3
VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
IURC CAUSE NO. 43839
OUCC PEAK AND AVERAGE COST OF SERVICE STUDY
STATEMENT OF OPERATING INCOME BASED UPON PROFORMA A REVENUES AT PRESENT RATES OF RETURN
Water Heating  Small General  Demand General Off-Season Large Power  High Load Factor Qutdoor Street Lighting
Total Residential (RS) (B) Service (SGS) Service (DGS) Service (OSS) Service (LP) Service (HLF)  Lighting (OL) (SL)
(1) (2) (3) (4) (5) (6) (7 (8) )] (10)
$450,757,539  $195,346,609 $1,332,230 $8,599,120 $130,516,100 $10,503,760 $94,886,129 $5,833,238 $1,136,718 $2,603,635
$102,901,084 $42,808,404 $349,895 $1,850,434 $29,620,554 $2,449,871 $23,620,442 $1,565,196 $203,163 $433,124
$553,658,624  $238,155,013 51,682,125 $10,449,554 $160,136,654 $12,953,631  $118,506,571 $7,398,435 $1,339,882 $3,036,759
$369,952,743  $147,354,395 $1,279,183 $7,025,065 $104,801,993 $8,970,303 $91,148,118 $6,340,861 $862,945 $2,169,879
74,255,452 33,335,717 286,166 1,563,127 21,111,443 1,799,426 14,484,671 895,944 239,595 539,364
16,132,807 9,880,629 (35,125) 205,427 5,583,697 240,833 428,749 (171,995) 30,309 (29,717)
5,916,817 3,345,514 (3,565) 87,367 1,950,047 103,053 444,351 (25,269) 12,306 3,012
15,795,139 6,985,530 56,222 321,180 4,514,391 376,558 3,189,174 197,001 41,307 113,775
$482,052,957  $200,901,786 $1,582.881 $9.202,165 $137.961,571 $11,490,173  $109,695.063 $7,236,542 $1,186.,463 $2,796,313
$71,605,667 $37.253,227 $99.244 $1,247.389 $22,175,083 $1,463,458 $8.811,508 $161,892 $153.419 $240.446
$1,294.271.919  $587.664.254 $5.103.731 $26,836.270 $366.959,688 $31,604.796  $249,195.718 $14,936,195 $2,927.826 $9,043,444
5.53% 6.34% 1.94% 4.65% 6.04% 4.63% 3.54% 1.08% 5.24% 2.66%
100% 115% 35% 84% 109% 84% 64% 20% 95% 48%
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Page 2 of 3
VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
IURC CAUSE NO. 43839
OUCC PEAK AND AVERAGE COST OF SERVICE STUDY
STATEMENT OF OPERATING INCOME BASED UPON PROFORMA A REVENUES AT EQUALIZED RATES OF RETURN
DATA: 12 MONTHS ENDED JUNE 30, 2009
Line_ Water Heating  Small General — Demand General Off-Season Large Power  High Load Factor Qutdoor Street Lighting
No. Description Total Residential (RS) B) Service (SGS) Service (DGS) Service (OSS) Service (LP) Service (HLF)  Lighting (OL) (SL)
(N @ 3 O] (5) (6) @) (8) )] (10)
Operating Revenues
(1) Revenues From Electric Sales $450,757,539  $188,101,015 $1,613,272 $8,977,324 $127,614,519 $10,943,462  $102,482,093 $6,849,407 $1,154,801 $3,021,647
(2) Miscellaneous Revenues $102,901,084 $41,959,285 $381,532 $1,877,471 $29,323,949 $2,496,942 $24,519,755 $1,683,585 $199,703 $458,863
3) Total $553,658.624  $230,060,300 $1,994,804 $10,854,795 $156,938,468 $13,440,405  $127,001,848 $8,532,992 $1,354,503 $3,480,510
Operating Expenses

(4) Operation and Maintenance $369,952,743  $147,354,395 $1,279,183 $7,025,065 $104,801,993 $8,970,303 $91,148,118 $6,340,861 $862,945 $2,169,879
(5) Depreciation and Amortization 74,255,452 33,335,717 286,166 1,563,127 21,111,443 1,799,426 14,484,671 895,944 239,595 539,364
(6) Federal Income Taxes 16,132,807 7,327,961 63,478 333,220 4,575,149 394,338 3,107,734 185,788 34,920 110,220
(7) State Income Taxes 5,916,817 2,657,463 23,013 121,812 1,678,201 144,429 1,166,450 71,169 13,549 40,731
(8) Taxes Other Than Income 15,795,139 6,872,204 60,599 326,853 4,469,617 383,373 3,308,108 212,885 41,512 119,988
(©)] Total $482,052,957  $197,547,742 $1,712,440 $9,370,077 $136,636,402 $11,691,868  $113,215,081 $7,706,646 $1,192,521 $2,980,181
(10) Net Operating Income $71,605,667 $32,512,558 $282,364 $1,484,718 $20,302,065 $1,748,537 $13,786,767 $826,346 $161,982 $500,329
(11) Original Cost Rate Base $1,294.271.919  $587.664.254 $5,103,731 $26.836,270 $366,959,688 $31.604.796  $249,195.718 $14.936,195 $2,927.826 $9,043.444
(12) Rate of Return on Rate Base 5.53% 5.53% 5.53% 5.53% 5.53% 5.53% 5.53% 5.53% 5.53% 5.53%

(13) Earnings Index 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%



DATA: 12 MONTHS ENDED JUNE 30, 2009

Line
No. Description

Operating Revenues

(1) Revenues From Electric Sales
(2) Miscellaneous Revenues

3) Total

Operating Expenses

(4) Operation and Maintenance
(5) Depreciation and Amortization
(6) Federal Inconme Taxes

(7) State Income Taxes

(8) Taxes Other Than Income

9) Total

(10) Net Operating Income

(11) Original Cost Rate Base

(12) Rate of Return on Rate Base

(13) Eamings Index

Schedule DES-3

Page 3 of 3
VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
IURC CAUSE NO. 43839
OUCC PEAK AND AVERAGE COST OF SERVICE STUDY
STATEMENT OF OPERATING INCOME BASED UPON PROFORMA B REVENUES AT EQUALIZED RATES OF RETURN
Water Heating  Small General  Demand General Off:-Season Large Power  High Load Factor Outdoor Street Lighting
Total Residential (RS) B) Service (SGS) Service (DGS)  Service (OSS) Service (LP) Service (HLF)  Lighting (OL) (SL)

() (2) (3) (4) (5) (6) (7 (8) 9 (10)
$494,418,485  $208,206,718 $1,784,689 $9,900,382 $140,428,856 $12,048,746  $110,256,050 $7,207,150 $1,256,073 $3,329,822
$101,129.554 $41,546,687 $380,097 $1.851,362 $28.895.325 $2.461,497 $23.750,178 $1.598,806 $195,038 $450,565
$595,548,039  $249.753.405 $2,164,787 $11,751,744 $169.324,180 $14,510,243  $134,006,229 $8.805,955 $1.451.111 $3.780,387
$370,127,207  $148,097,212 $1,284,654 $7,056,724 $105,352,164 $9,020,748 $90,136,633 $6,135,618 $865,272 $2,178,183

74,255,452 33,335,717 286,166 1,563,127 21,111,443 1,799,426 14,484,671 895,944 239,595 539,364
29,287,050 13,300,647 115,349 605,968 8,304,718 715,551 5,640,418 337,591 64,677 202,132
9,462,588 4,268,238 36,997 195,362 2,684,222 231,077 1,847,798 111,816 21,563 65,514
16,380,766 7.146,904 62.924 339,312 4,643.224 398.365 3,406,386 216.721 42,759 124,170
$499.513,063  $206,148,717 $1,786,090 $9,760,492 $142,095,772 $12,165,167  $115,515,906 $7.697.690 $1,233.866 $3,109.364
$96,034,976 $43.604,688 $378.697 $1,991,251 $27.228.409 $2,345.076 $18.,490.322 $1.108,266 $217.245 $671,024
$1,294.271919  $587.664.254 $5,103.731 $26,836,270 $366.959.688 $31,604.796  $249.195.718 $14,936,195 $2.927.826 $9.043.444
7.42% 7.42% 7.42% 7.42% 7.42% 7.42% 7.42% 7.42% 7.42% 7.42%
100% 100% 100% 100% 100% 100% 100% 100% 100% 100%



DATA: 12 MONTHS ENDED .JUNE 30, 2009

Line

No. Description

Operating Revenues

(1) Revenues From Ekectric Sales
(2) Miscellanecous Revenues

3) Total

Operating Expenses

(4) Operation and Maintenance
(5) Depreciation and Amortization
(6) Federal Income Taxes

(7) State Income Taxes

(8) Taxes Other Than Income

9) Total

(10) Net Operating Income

(11) Original Cost Rate Base

(12) Rate of Return on Rate Base

(13) Eamings Index

Schedule DES-4

Page 1 of 3
VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
IURC CAUSE NO. 43839
OUCC 12-CP COST OF SERVICE STUDY
STATEMENT OF OPERATING INCOME BASED UPON PROFORMA A REVENUES AT PRESENT RATES OF RETURN
Water Heating  Small General  Demand General Off-Season Large Power  High Load Factor Qutdoor Street Lighting
Total Residential (RS) (B) Service (SGS) Service (DGS)  Service (OSS) Service (LP) Service (HLF)  Lighting (OL) (8L)
(N (2) (3) ) (5) (6) (7) (8) 9 (10)

$450,757,539  $195,346,609 $1,332,230 $8,599,120 $130,516,100 $10,503,760 $94,886,129 $5,833,238 $1,136,718 $2,603,635
$102,901,084 $43,525,594 $358,082  $1,888,597 $30,168,402 $2,528,643 $22,336,843 $1,501,850 $191,066 $402,007
$553,658,624  $238,872,203 $1,690,312 $10,487,717 $160,684,502 $13,032,403  $117,222,972 $7,335,088 $1,327,784 $3,005,642
$369,952,743  $151,363,201 $1,324,947 $7,238,381 $107,864,244 $9,410,608 $83,973,311 $5,986,780 $795,323 $1,995,947
74,255,452 35,145,657 306,828 1,659,437 22,494,022 1,998,219 11,245,310 736,079 209,064 460,835
16,132,807 7,875,051 (58,021) 98,707 4,051,673 20,551 4,018,256 5,149 64,140 57,300
5,916,817 2,836,341 (9,377) 60,273 1,561,099 47,128 1,355,650 19,704 20,895 25,103
15.795,139 7.192.213 58,581 332.178 4.672.272 399.259 2,819,262 178,746 37.821 104,808
$482,052,957  $204,412,462 $1,622,958 $9,388,975 $140,643,311 $11,875,766  $103,411,789 $6,926,459 $1,127,244 $2,643,993
$71,605,667 $34.,459,741 $67.354 $1,098,742 $20,041,191 $1,156,637 $13.811,183 $408.629 $200,540 $361,649
$1.294,271.919  $616.427.432 $5.432,085 $28.366.812 $388.931.341 $34.763.987  $197.716.480 $12.395.663 $2,442.640 $7.795.480
5.53% 5.59% 1.24% 3.87% 5.15% 3.33% 6.99% 3.30% 8.21% 4.64%
100% 101% 22% 70% 93% 60% 126% 60% 148% 84%
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VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
IURC CAUSE NO. 43839
OUCC 12-CP COST OF SERVICE STUDY
STATEMENT OF OPERATING INCOME BASED UPON PROFORMA A REVENUES AT EQUALIZED RATES OF RETURN
DATA: 12 MONTHS ENDED .JUNE 30, 2009
Line Water Heating  Small General  Demand General Off-Season Large Power  High Load Factor Qutdoor Street Lighting
No. Description Total Residential (RS) ®B) Service (SGS) Service (DGS) Service (OSS) Service (LP) Service (HLF)  Lighting (OL) (S8L)
() (2) 3) ) (5) (6) (7 (8) ()] (10)
Operating Revenues
(1) Revenues From Electric Salkes $450,757,539  $194,863,233 $1,690,468 $9,337,154 $132,780,051 $11,686,188 $90,379,333 $6,252,128 $1,040,734 $2,728,251
(2) Miscellaneous Revenues $102,901,084 $43,401,340 $397,994 $1,954,206 $30,425,508 $2,655,330 $21,938,820 $1,556,214 $175,378 $396,295
3) Total $553,658.,624  $238.264.573 $2,088.462 $11,291.360 $163.205,559 $14.341.518  $112.318,153 $7.808.343 $1.216,111 $3.124.547
Operating Expenses

(4) Operation and Maintenance $369,952,743  $151,363,201 $1,324,947 $7,238,381 $107,864,244 $9,410,608 $83,973,311 $5,986,780 $795,323 $1,995,947
(5) Depreciation and Amortization 74,255,452 35,145,657 306,828 1,659,437 22,494,022 1,998,219 11,245,310 736,079 209,064 460,835
(6) Federal Income Taxes 16,132,807 7,683,435 67,536 352,135 4,846,688 433,381 2,471,521 154,390 28,924 94,797
(7) State Income Taxes 5,916,817 2,784,692 24,465 128,582 1,775,389 158,403 938,740 59,931 11,403 35,210
(8) Taxes Other Than Income 15,795,139 7,183,706 64,155 343,429 4,707,567 417,586 2,750,595 185,371 36,257 106,472
) Total $482,052,957  $204,160.691 $1,787.931 $9.721,964 $141,687.910 $12,418.198  $101.379.477 $7.122,552 $1,080,972 $2.693.261
(10) Net Operating Income $71,605,667 $34,103,882 $300,530 $1,569,395 $21,517,648 $1,923,320 $10,938,675 $685,791 $135,139 $431,285
(11) Original Cost Rate Base $1.294.271919 $616.427,432 $5.432.085 $28.366.812 $388.931,341 $34,763.987  $197.716,480 $12.395,663 $2.442.640 $7,795,480
(12) Rate of Return on Rate Base 5.53% 5.53% 5.53% 5.53% 5.53% 5.53% 5.53% 5.53% 5.53% 5.53%

(13) Earnings Index 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%



DATA: 12 MONTHS ENDED JUNE 30, 2009
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Description

Operating Revenues

Revenues From Electric Sales
Miscellaneous Revenues

Total

Operating Expenses

Operation and Maintenance
Depreciation and Amortization
Federal Income Taxes

State Income Taxes

Taxes Other Than Income

Total

Net Operating Income

Original Cost Rate Base

Rate of Return on Rate Base

Eamings Index

Schedule DES-4

Page 3 of 3
IURC CAUSE NO. 43839
OUCC 12-CP COST OF SERVICE STUDY
STATEMENT OF OPERATING INCOME BASED UPON PROFORMA B REVENUES AT EQUALIZED RATES OF RETURN
Waler Heating Small General ~ Demand General Off-Season Large Power  High Load Factor Outdoor Street Lighting
Total Residential (RS) (B) Service (SGS) Service (DGS) Service (OSS) Service (LP) Service (HLF)  Lighting (OL) (SL)

(N (2) 3) (C)] (5) (6) (7 (8) ) (10)
$494,418,485  $215,901,451 $1,872,531 $10,309,833 $146,306,718 $12,893,894 $96,484,312 $6,527,506 $1,126,276 $2,995,966
$101,129,554 $42,984,124 $396,507 $1.927.851 $29,993,356 $2,619,377 $21,177,508 $1.471.843 $170,791 $388.198
$595,548,039  $258,885,575 $2,269.037 $12,237.683 $176,300,074 $15,513.271  $117,661.820 $7.999.349 $1,297.066 $3.384.165
$370,127,207  $152,106,858 $1,330,427 $7,270,084 $108,415,057 $9,461,146 $82,960,322 $5,781,463 $797,636 $2,004,215

74,255,452 35,145,657 306,828 1,659,437 22,494,022 1,998,219 11,245,310 736,079 209,064 460,835
29,287,050 13,948,453 122,744 640,439 8,799,565 786,702 4,480,999 280,373 53,749 174,026
9,462,588 4,474,266 39,348 206,325 2,841,604 253,706 1,479,056 93,619 18,088 56,575
16,380,766 7,471,425 66,628 356,580 4,891,120 434,009 2,825,570 188,058 37.285 110,090
$499,513,063  $213,146,659 $1,865,977 $10,132.866 $147,441,368 $12,933,783  $102,991,257 $7,079,591 51,115,822 $2,805,740
$96,034.976 $45,738,915 $403,061 $2,104.817 $28,858,706 $2,579,488 $14,670.563 $919,758 $181.244 $578.425
$1.294.271.919 $616.427.432 $5,432.085 $28,366.812 $388.931.341 $34,763.987  $197.716,480 $12.395.663 $2,442,640 37,795,480
7.42% 7.42% 7.42% 7.42% 7.42% 7.42% 7.42% 7.42% 7.42% 7.42%
100% 100% 100% 100% 100% 100% 100% 100% 100% 100%



COMPARISON OF RATES OF RETURN AT CURRENT REVENUES

Residential

Water Heating

Small Gen. Service
Demand General Service
Off-Season Service
Large Power Service
High Load Factor Service
Outdoor Lighting

Street Lighting

Jurisdiction

VECTREN SOUTH - ELECTRIC

UNDER THREE C-O-S STUDIES

Schedule DES-5

Company 4-CP OUCC P&A
% Index % Index
4.78% 86% 6.34% 115%
3.44 62 1.94 35
3.07 56 4.65 84
5.76 104 6.04 109
5.00 90 4.63 84
8.13 147 3.54 64
6.33 114 1.08 20
7.56 137 5.24 95
5.88 106 2.66 48
5.53% 100% 5.53% 100%

Page 1 of 1
OUCC 12-CP
% Index
5.59% 101%
1.24 22
3.87 70
5.15 93
3.33 60
6.99 126
3.30 60
8.21 148
4.64 34
5.53% 100%



Schedule DES-6

Page 1 of 1
Comparison of Class Allocation of Production Plant and Fuel Costs
Between the Company's 4-CP Cost of Service Method and
the OUCC Peak and Average Method
4CP Method OUCC P& A Method
Energy at

Rate Class Generation' 4CP Peak’ Demand Related’ Energy Related® Demand Related’ Energy Related’ Fuel Cost®

MWh kW $ S/kW $ $/kWh $ SAW $ $/kWh $ ¢/kWh
(h ) €)) “ &) ©) @) ® ) (109) (I (12)

RS Residential 1,618,079 464,042 299345317 645.08 365,866,498  0.2261 299345317  645.08 281995340 0.1743 71,058,535 4.3915
B Water Heating 13489 1,406 906,978  645.08 1,108,529  0.0822 906,978  645.08 2,350,904 0.1743 592,392 4.3917
SGS  Small Gen Sve 69,577 19,622 12,657,867 645.08 15470,727  0.2224 12,657,867  645.08 12,125,650 0.1743  3,055479 4.3915
DGS  Demand General Service 1,263,923 300,282 193,706,540  645.08 236,752,438 0.1873 193,706,540  645.08 220,273,704 0.1743 55,505,622 4.3915
OSS  Off-Season Service 109,856 23,196 14,963,645 645.08 18,288,899  0.1665 14,963,645  645.08 19,145,494 0.1743 4824373 4.3915
LP Large Power Service 1,202,731 151,046 97437418 645.08 119,090,178  0.0990 97437418  645.08  209,609407 0.1743 52,818,381 4.3915
HLF  High Load Factor Service 82,995 9,628 6,210,681 645.08 7,590,832 0.0915 6,210,681  645.08 14464239 0.1743 3,644,768 4.3916
oL Outdoor Lighting 8342 0 0 0.00 0 0.0000 0 0.00 1,453,831 0.1743 366,343 4.3915
SL Street Lighting 15,777 0 0 0.00 0 0.0000 0 0.00 2,749,530 0.1743 692,840 4.3915
Total Company 4,384,770 969,222 625228446 645.08 764,168,101  0.1743 625228446 645.08 764,168,101 0.1743 192,558,734 4.3915

17 Allocation Factor No. 1, "Energy at Generation" from Exhibit KAH-S2, Schedule 3.

2/ Allocation Factor No. 4, "4 CP Demand at Generation" from Exhibit KAH-S2, Schedule 3.

3/ 45% of Production Demand in service, Exhibit KAH-S2, Schedule 4, page 1, line 1.

4/ 55% of Production Demand in service, Exhibit KAH-S2, Schedule 4, page 1, line 1.

5/ Production Demand in service from OUCC P&A study, less demand-related portion in Col (7).
6/ FAC Fuel Costs from Exhibit KAH-S2, Schedule 6, page 3, line 3.



DATA: 12 MONTHS ENDED JUNE 30, 2009
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Rate Schedule

Residential (RS)

Water Heating (B)

Small General Service (SGS)
Demand General Service (DGS)
Off-Season Service (OSS)
Large Power Service (LP)

High Load Factor Service (HLF)
Outdoor Lighting (OL)

Street Lighting (SL)

Total

VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC

TURC CAUSE NO. 43839
COST OF SERVICE STUDY

PROFORMA REVENUES - PRESENT RATES

OUCC P&A Class Spread of Company-Proposed Increase by Reducing Current Subsidies by 25 Percent

Schedule DES-7

PROFORMA REVENUES - PROPOSED RATES

Page 1 of 2

Revenues Revenues
Revenues Requred For Requred For Revenues Affer
At Present Equalzed Present Equalized 75% of Current  25% Subsidy Revenue Increase
Rates Returns Subsidy Returns Subsidy Reduction Amount Percentage
M 2) 3) “) &) ©) @) ®)
$238,155,013 $230,060,300 $8,094,714 $249,753,405 $6,071,035 $255,824,440 $17,669,427 7.42%
$1,682,125 $1,994,804 ($312,679) $2,164,787 ($234,509) $1,930,278 $248,153 14.75%
$10,449,554 $10,854,795 ($405,241) $11,751,744 ($303,931) $11,447.813 $998,259 9.55%
$160,136,654 $156,938,468 $3,198,186 $169,324,180 $2,398,640 $171,722,820 $11,586,166 7.24%
$12,953,631 $13,440,405 ($486,774) $14,510,243 ($365,081) $14,145,162 $1,191,532 9.20%
$118,500,571 $127,001,848 ($8,495277) $134,006,229 ($6,371,458)  $127,634,771 $9,128,200 7.70%
$7,398,435 $8,532,992 ($1,134,557) $8,805,955 ($850,918) $7,955,037 $556,603 7.52%
$1,339,882 $1,354,503 ($14,622) $1451,111 ($10,966) $1,440,144 $100,263 7.48%
$3,036,759 $3,480,510 ($443,751) $3,780,387 ($332,813) $3,447,574 $410,815 13.53%
$553,658,624 $553,658,624 ($0) $595,548,040 $595,548,040 $41,889,416 7.57%



Schedule DES-7
Page 2 of 2

VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
TURC CAUSE NO. 43839
OUCC Proposed Distribution of Company Requested Step 1 Revenue Increase
Based on P&A Cost of Service Study and 25% Reduction in Existing Subsidies

Rate Schedule Proposed Revenue  Percent of Allocation of Proposed Percentage Proposed Proposed Present Percentage Increase
at 25% Subsidy Uncapped Shortfall Capped Increase over Miscellaneous  Capped Rate Rate in Proposed
Reduction Revenues from CAP Revenue Present Revenues Revenues Revenues Revenues Rate Revenue
m @) @ @ ) (6) ©) ®) )

(1) Residential (RS) $255,824,440 43.35% $53,502  $255,877,943 7.44%  $41,546,687  $214,331,256  $195,346,309 9.72%
(2) Water Heating (B) 31,930,278 - - 1,873,028 11.35% $380,097 $1,492,931 $1,332,230 12.06%
(3) Small General Service (SGS) $11,447,813 1.94% $2,394 $11,450,207 9.58% $1,851,362 $9,598,845 $8,599,120 11.63%
(4) Demand General Service (DGS) $171,722,820 29.10% $35,914  $171,758,734 7.26%  $28,895,325  $142,863,409 $130,516,100 9.46%
(5) Off-Season Service (OSS) $14,145,162 2.40% $2,958 $14,148,121 9.22% $2,461,497 $11,686,624 $10,503,760 11.26%
(6) Large Power Service (LP) $127,634,771 21.63% $26,693  $127,661,464 7.73%  $23,750,178  $103,911,286  $94,886,129 9.51%
(7) High Load Factor Service (HLF) $7,955,037 1.35% $1,664 $7,956,701 7.55% $1,598,806 $6,357,895 $5,833,238 8.99%
(8) Outdoor Lighting (OL) $1,440,144 0.24% $301 $1,440,446 7.51% $195,038 $1,245,408 $1,139,718 9.27%
(9) Street Lighting (SL) 33,447,574 - - 3,381,398 11.35% $450,565 $2,930,832 $2,603,635 12.57%
(10) Total $595,548,040 100.00% $123,426  $595,548,040 7.57% $101,129,555  $494,418,485 $450,760,239 9.69%

Notes:
The revenues in Col (4) for Water Heating and Street Lighting are capped at an 11.35 percent increase
Source of Col (1): Column (6), page 1 of Schedule DES-7
Source of Col (6): ProForma Equalized Miscellaneous Revenues from OUCC P&A Cost of Service Study
Source of Col (8): Exhibit No. JLU-85, Schedule 1, Col(1)



DATA: 12 MONTHS ENDED JUNE 30, 2009
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Rate Schedule

Residential (RS)

Water Heating (B)

Small General Service (SGS)
Demand General Service (DGS)
OffSeason Service (OSS)
Large Power Service (LP)

High Load Factor Service (HLF)
Outdoor Lighting (OL)

Street Lighting (SL)

Total

VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
IURC CAUSE NO. 43839

COST OF SERVICE STUDY
OUCC 12-CP Class Spread of Company-Proposed Increase by Reducing Current Subsidies by 25 Percent

PROFORMA REVENUES - PRESENT RATES

PROFORMA REVENUES - PROPOSED RATES

Schedule DES-8
Page 1 of 2

Revenues Revenues
Revenues Required For Required For Revenues After
At Present Equalized Present Equalized 75% of Current  25% Subsidy Revenue Increase
Rates Retums Subsdy Retumns Subsidv Reduction Amount Percentage
M @) 3) “) (5) (6) N (8
$238,872,203 $238,264,573 $607,630 $258,885,575 $455,723 $259,341,298 $20,469,094 8.57%
$1,690,312 $2,088,462 (8398,149) $2,269,037 ($298,612) $1,970,425 $280,113 16.57%
$10,487,717 $11,291,360 (8803,642) $12,237,683 ($602,732) $11,634,951 $1,147,234 10.94%
$160,684,502  $163,205,559 (8$2,521,057) $176,300,074 ($1,890,792)  $174,409,282 $13,724,780 8.54%
$13,032,403 $14,341,518 ($1,309,115) $15,513,271 (5981,836) $14,531,435 $1,499,032 11.50%
$117,222972  $112,318,153 $4,904,819 $117,661,820 $3,678,614 $121,340,434 $4,117,462 3.51%
$7,335,088 $7,808,343 (8473,255) $7,999,349 ($354,941) $7,644,408 $309,320 4.22%
$1,327,784 $1,216,111 $111,673 $1,297,066 $83,755 $1,380,821 $53,037 3.99%
$3,005,642 $3,124,547 (5118,905) $3,384,165 ($89,179) $3,294,986 $289,344 9.63%
$553,658,624 $553,658,624 (50) $595,548,040 $595,548,040 $41,889,416 7.57%



Schedule DES-8

Page 2 of 2
VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
TURC CAUSE NO. 43839
OUCC Proposed Distribution of Company Requested Step 1 Revenue Increase
Based on 12-CP and 25% Reduction in Existing Subsidies
Rate Schedule Proposed Revenue  Percent of Allocation of ~ Proposed Percentage Less Proposed Proposed Present Percentage Increase
al 25% Subsidy Uncapped Shortfall Capped Increase over  Miscellaneous  Capped Rate Rate in Proposed
Reduction Revenues from CAP Revenue Present Revenues  Revenues Revenues Revenues Rate Revenue

) @ 3) “ B) ©) ) ®) ©
(1) Residential (RS) $259,341,298 44.79% $48,496  $259,389,793 8.59% $42,984,124 $216,405,669  $195,346,309 10.78%
(2) Water Healing (B) $1,970,425 - - 1,882,144 11.35% $396,507 $1,485,638 $1,332,230 11.52%
(3) Small General Service (SGS) $11,634,951 2.01% $2,176  $11,637,127 10.96% $1,927,851 $9,709,276 $8,599,120 12.91%
(4) Demand General Service (DGS)  $174,409,282 30.12% $32,614  $174,441,895 8.56% $29,993,356 $144,448,539  $130,516,100 10.67%
(5) Off-Season Service (OSS) $14,531.435 - - 14,511,436 11.35% $2,619,377 $11,892,059 $10,503,760 13.22%
(6) Large Power Service (LP) $121,340,434 20.96% $22,690  $121,363,124 3.53% $21,177,508 $100,185,617 $94,886,129 5.59%
(7) High Load Factor Service (HLF) $7,644,408 1.32% $1,429 $7,645,838 4.24% $1,471,843 $6,173,995 $5,833,238 5.84%
(8) Outdoor Lighting (OL) $1,380,821 0.24% $258 $1,381,079 4.01% $170,791 $1,210,289 $1,139,718 6.19%
(9) Street Lighting (SL) $3,294,986 0.57% $616 $3,295,602 9.65% $388,198 $2,907,404 $2,603,635 11.67%
(10)  Total $595,548,040 100.00% $108,280  $595,548,040 7.57% $101,129,555 $494,418,485  $450,760,239 9.69%

Notes: The revenues in Col (4) for rates B and OSS are capped at a 11.35 percent increase
Source of Col (1): Col (6), page 1 of Schedule DES-8
Source of Col (6): OUCC12-CP Cost of Service Study
Soturce of Col (8): Exhibit No. JLU-SS5, Schedule 1, Col (1)



Schedule DES-9
Page 1 of 1

VECTREN ENERGY DELIVERY OF INDIANA - ELECTRIC
JTURC CAUSE NO. 43839
OUCC Proposed Spread of Company Requested
Step 1 and Step 2 Rate Revenues

Total Revenue OUCC Proposed OUCC Proposed OUCC Proposed OUCC Proposed

at Present Total Step 1 Step 1 Rate Step 2 Revenue Step 2 Rate
Rate Schedule _Rates : Revenues” Revenues’ Incrﬂ4 Revenues’
) @ ) @) )

(1) Residential (RS) $238,155,013 $256,173,652 $214,626,965 $1,635,328 $216,262,292
(2)  Water Heating (B) $1,682,125 $1,809,393 $1,429,296 $13,633 $1,442,930
(3)  Small General Service (SGS) $10,449,554 $11,240,160 $9,388,798 $70,318 $9,459,116
(4)  Demand General Service (DGS) $160,136,654 $172,252,479 $143,357,154 $1,277,396 $144,634,550
(5)  Off-Season Service (OSS) $12,953,631 $13,933,693 $11,472,196 $111,027 $11,583,224
(6)  Large Power Service (LP) $118,506,571 $127,472,694 $103,722,515 $1,215,552 $104,938,067
(7)  High Load Factor Service (HLF) $7,398,435 $7,958,195 $6,359,389 $83,880 $6,443,269
(8)  Outdoor Lighting (OL) $1,339,882 $1,441,256 $1,246,219 $8,431 $1,254,650
(9)  Street Lighting (SL) $3,036,759 $3,266,518 $2,815,953 $15,945 $2,831,898
(10) Total $553,658,624 $595,548,040 $494,418,485 $4,431,510 498,849,995

1/DES 7, page 1, Col (1)
2/ Col(1) times 1.075659
3/Col(2) less Misc. Rev. from DES-7, page 2, Col (6)
4/ Allocated on Energy at Generation, Input Allocator No. 1, Ex. KAH-S2, Schedule 3, page 1.
5/Col(3)- Col(4)



Schedule DES-10
Page 1 of |

Vectren Energy Delivery of Indiana — Electric
TURC Cause No. 43839

Residential Customer, Service or Facilities Charges for
Other Indiana Utilities

Investor-Owned Utilities

Indianapolis Power and Light

Indiana — Michigan Power Company
Northern Indiana Public Service
Duke Energy

Average All IOUs

Municipal Systems

Andersen Municipal Light and Power

Peru Utilities

Logansport Municipal Utility

Richmond Municipal Power and Light

Auburn, Indiana

Frankfurt Municipal Power and Light

Lebanon Municipal Electric Utility

Mishawaka Utilities

Kingsford Heights Municipal

Troy Municipal Electric Utility
Average All Muni’s

$/Month

$6.70 for <325 kWh
11.00 for > 325 kWh
6.80
5.95
940
$7.97

$5.84
4.09 in city; 6.24 outside
3.47 in city; 6.92 outside
10.00
5.00 <2,000 kWh; 9.92 > 2,000 kWh
4.00
5.00
5.60
3.50
_6.00
$5.77
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VERIFICATION

STATE OF MARYLAND )
) ss:
COUNTY OF HOWARD )

The undersigned, Dale E. Swan, under penalties of perjury and being first duly
sworn on his oath, says that he is a Vice President and Principal of Exeter
Associates, Inc., a Consultant for the Indiana Office of Utility Consumer
Counselor; and in the matter of Cause No. 43839 that he caused to be prepared
and read the foregoing that the representations set forth therein are true and
correct to the best of his knowledge, information and belief.

Dated: QW ,29[ F0/0

0 for

By:

Subscribed and sworn to before me, a Notary Public, this LY day of Jeenge 2010.

Signature

B ééﬁa’ WA /4/%3

Printed Name

My Commission Expires: <, / ot/
4

My County of Residence: P&




